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MARSHALL ON RENT 

What are “ sound views ** upon rent ? Some years ago it 
would have been fairly easy to say, at least in England. A few 
quotations from Ricardo, fortified by a word or two about the 
condition of England during the Napoleonic wars; a glance at 
Mill, whose “ cases of extra profit analogous to rent ** ^ had 
stimulated the development of rent from the old conception into 
the new ; a scowl, in passing, at Jevons ; an assurance to doubting 
economists on the Continent or in America that they would find 
rent more acceptable if only they would familiarise themselves 
a little more with the great English system of land tenure ; and 
finally a good deal about rent as the leading species of a large 
genus, with quasi-rent kept handy for emergencies; — ^this, or 
something like it, would probably have been accepted as proof 
of an economist who could be trusted. But nowadays it would 
be less easy to dogmatise. English economists are less prone 
than they were to embrace a doctrine just because, like rent, it is 
thoroughly English; and economists everywhere are so busy 
with facts that questions of general theory are regarded, often, 
with a kind of genial agnosticism. This holds particularly of 
rent, about which there still seems to be as little agreement as 
ever — pace Professor Schumpeter, who recently told readers of 
this Journal that in serious theory there is now no such thing 
as a “ difference in fundamentals.” * 

In the midst of this uncertainty, Marshall’s views are still 
widely accepted as sound, or at any rate sound enough. In the 
Preface to the Principles, in successive editions from 1890 to 1920, 
he wrote : rent has “ peculiarities of its own which are of vital 
importance from the point of view of theory as well as of practice.” 
This thesis may be examined under four main heads : diminishing 
return, rent as surplus, ” improvements,” quasi-rent. 

^ Pfiiiciplea of Political Economy, Book III, Chaji. V, § I. 

» Economic Joi'Rnal, Sopteinbor 1928, i>. 3(53. 
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1 . Diminii<hing Bciurn. 

In discussing returns, Mcirsliall says that they shoiikl be 
thought of primarily in terms, not of value but quantity. ‘‘ It 
is important to note ” that the diminishing return to capital and 
labour under discussion “ is measured by tlio amount of the 
produce raised,” changes in its iiriee having “ no bearing on the 
law itself.” ^ And \et so price-ridden is all economic thought 
that even here Marshall uses words like “remunerate” - or 
‘•profitably,"^ whieh almost inevitably suggest prices; his 
farmers have “pockets”* to keep their savings in; £rs creep 
into his footnotes and linally ho “ concedes ” that the method 
of measuring returns in teriiis of cpiaiitity, “ though helpful for 
a broad preliininaiy survey, cannot be carried very far.” ® And 
since, in fact, he never tries to carry it any distance himself, there 
is no need here to argue the case against it, or to do more than ask 
whether it is proper to speak of “ re lating ” quantities at all, 
where the quantities to be related are so utli'rly diiTerent as 
produce on the one hand, and labour and ca])itul on the other. 
Boys learning arithmetic arc commonly told that cart-wheels 
should not be divided by oranges : should (economists be asked, 
even in broad preliminary surveys, to com])are directly, and 
without prices of some kind, bushels of corn, say, witli days of 
work or tons of manure i 

But whether the measurement of diminishing ivturn ])e in 
(quantities or q3rices, Marshall wavers throughout between two 
interqn'etations of the q)rinciple itself. Sometimes he associates 
diminishing return with what may be called eruiiomic incompetence : 
a farmer may go “ too far " in a particular nu'thod of farming; 
a manufacturer may spend “ excessively ” on machinery,® or 
allow his workshoqjs and storeroooas to beco)ne “ ov'crcrowded.” ® 
In this sense diminishing return “ results generally,” he tells us, 
“ from an inapx)ro])riate apportionment of appliiinces for qu-o- 
duction.” On the other hand, he sometimes uses the qdirase 

^ Principlra, j). 140. All roforoiices arc to tlio Sth oUitioii. Op. p. 310, whoro 
increasing return is described as “ a relation between a quantity of oifort and 
sacrifice on the one hand, and a quantity of product on tlio other. The quantities 
cannot bo taken out exactly,” but to ineasuro thorn in iiionoy is ‘‘ u tempting, but 
a tlangerous resource,” for it is upt to slide into an ostimato of the rate of 
profit on capital.” The danger may be admitted; but why should we shun 
money prices altogether, or go sliding down the other slope into estimates of 
‘‘ tmskilled labour of given efficiency ” (p. 171) ? 

* P. 149. > P. 152. * Ibid, ® P. 156, /<. 2. « P. 171. 

’ P. loO, where " under- (.alt Ivated in the margin is npparttnilv ust'd tti 
ilniu.t«» the ■ ox'tonsive ” ciilt ivat inn of I ho tfxt. 

* P. ms». p. rji. 


P. l iO, margin. 
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diminisliing return to sound that note of economic pessimisni 
which echoes like a dirge through so much of English political 
economy. In the struggle between man and nature, man is 
bound to lose sooner or later : tlie tendency to diminishing 
return may be “ held in check for a time,” but it must “ ultimately 
become irresistible ” if demand should increase without limit; ^ 
with a growing population “ the evil day is only deferred ” ; 
people may ‘‘ for a time escape from the pressure of the law' of 
diminishing return,” but only for the time.'' 

Marshall himself distinguishes to some extent between his 
two interpretations. “ The diminishing return to an inappro- 
priate investment of their resources by indiscreet farmers or 
manufacturers -iucom])etencc — “ is not exactly on the same 
footing as " — [jessimisiii - the diminishing return to lal)our and 
capital in general ap])lied to the land by discreet farmers, in such 
a country as England.” ^ Or, again, with small letters for in- 
competence and ea])itals for pessimism, the diminishing return 
from dis[)roportiouatc use of any agent of production is akin to, 
but distinct frojn, Diminishing Ecturn of land in general to more 
intensive cultivation how’ever appropriate.” ^ Indeed, they 
have “ little in common ” with each other;® the ** result of the 
misapplicatioi\ of vesoiirces has no very close connection wdth the 
tendency of agricultiire in an old country to yield a diminishing 
return to a general increase of resources well applied.” ^ 

Wouhl it not be better, however, to say that these two inter- 
pretations have, not iiierely no very close eoiinectioii, but no 
coimection at all ? '.riic one, diminishing return arising from 
incompetence, refers to a point of time*, and indicates that if a 
farm is run by an inexperieiieed " farmer who has made a 
bad distribution of his resources,*' the result ” ® at any given 
moment may be, quite naturally, disappointing. But what 
conceru is this of the economist ? llis first business is to show' what 
economic principles arc, not to say whether people have acted 
in accordance with them or even whether they have shown a 
reasonable amount of care and discretion”;*'^ least of all is it 
his business to exalt the result of their carelessness or indis- 
cretion to the dignity of a technical term. In the other inter- 
pretation, diminishing return refers not to a point but to a period 
of time, and Marshall uses the phrase, as many economists have 
used it before him and since, to generalise some particular observa- 
tion of tlie past or to give sanctity to some particular forecast 

* F. 153. ® F. 100. =* P. 320. * P. 171. ® P. 407, margin. 

• P. 4US. ■ P. 40'.». ' Pp. 403-U. ^ F. 408. 

B 2 



4 


THE ECONOMIC JOURNAL 


[march 


of the future. When economists have thought, as matter of 
history, that intensive farming in England became increasingly 
difficult between 18 — and 18 — , or have suspected, as matter of 
probability, that it would become so by 19 — , they have often 
allowed themselves to speak roundly, as Marshall does, of the 
“ tendency of agriculture in an old country to yield a diminishing 
return to a general increase of resources well applied.” ^ Or when 
they have reflected on the food question in England or some other 
patch of the world, in retrospect or prospect, they have often 
slipped into proclaiming with Marshall, “ the broad tendency to 
the pressure of a crowded and growing population on the means 
of subsistence.”* Every economist, of course, is bound to 
diagnose the past as best he can, and to peer as best he can into 
the future, but he is not called upon to describe either his history 
or his prophecy by the name of diminishing return; nor, in 
discussing man’s efforts to get a living, is he called upon to weight 
the scales permanently in favour of nature and against poor man. 
If diminishing return is rightly to be regarded as a static and not 
a dynamic conception, as helping to explain what the economic 
is at any time, but not pretending to say what happens through 
time, in old countries any more than new, in agriculture any 
more than manufactures, then it is difficult to believe that 
Marshall’s second interpretation — economic pessimism — ^is much 
more likely than his first — economic incompetence — to find a 
permanent place in the equipment of economists. 

2. Rent as Surpltis, 

Every schoolboy knows that rent is surplus. The question 
is, how and why 1 Surplus in what over what ? Granted that 
returns diminish, Marshall has two lines of answer, based respec- 
tively upon his account of margins and his account of costs. 

(a) Margins . — ” Since the return to tlie dose on the margin 
of cultivation just remunerates the cultivator, it follows,” Jlarshall 
maintains, “ that he will be just remunerated for the whole of 
his capital and labour by as many times the marginal return as 
he has applied doses in all. Whatever he gets in excess of this 
is the surplus produce of the land.” ® This now familiar way of 
speaking is reinforced by the now familiar type of diagram, where 
OD represents doses, DC the marginal return, and AHC tlie 

* P. 409. 

® P. 408, where this is spoken of as one of ‘‘ all these viiriniis lenrloneioa 
to diminishing return.” 

» P. 166. 
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surplus produce. By the marginal dose, we are told, “ we do 
not mean the last in time,** ^ at least “ not necessarily,’* * and it 
looks for the moment as if Marshall were arguing for a static 
interpretation of margins. But he bends the other way at once, 
and a page or two later, when he is unfolding the story of agri- 
culture from age to age, he uses similar language and similar 
diagrams, apparently regarding his two tasks as much alike.® 
Marshy land in the English fens, for example, he tells us, may at 
first produce little but “ osiers and wild-fowl ” ; “ the returns 
to capital and labour are at first small, but as drainage progresses, 
they increase; afterwards perhaps they again fall off.** AC, 
which previously had waved up and down to illustrate the con- 
ception of surplus produce, now^waves up and down to illustrate 



the course of agricultural history, and the narrow confines of 
ODCA now impound perhaps three hundred years of cereals and 
cattle side by side with the early osiers and wild-fowl. 

Marshall himself, of course, was most cautious in recommend- 
ing his diagrams : they were illustrations, not proofs ; merely 
pictures corresponding very roughly to the main conditions of 
certain real problems.** * Yet nothing, perhaps, has done more 
than this particular type of diagram to obscure the main dangers 
to which marginal analysis is liable : the danger, on the one hand, 
of assigning a false independence to particular items of expenditure 
or receipt ; on the other, of pressing into a single statement a 
number of ideas which may have little or nothing to do with each 
other — the pleasure of drinking 20^. tea, perhaps, and the pleasure 
of drinking 2 . 9 . tea.® Even here, in this context, it may be doubted 
whether a single diagram should properly include fens undrained 
as well as drained, tropics with malaria as well as without,® the 
returns on a farm before as well as after some extensive 
change Mn other words, whether CD should properly act as 
* P. IS4. * Ibid,, margin. ’ Pp. 168-160. * P. 166, n. 2. 

i p. 126 . • P. 168 * ’ “• 
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standard height all the way back to 0, if conditions at 0 are utterly 
different from conditions at the so-callcd margin. 

But, however correct Marshall’s account of margins and his 
use of diagrams might be held to be, the proof which he gives here ^ 
by marginal analysis of the surplus produce of land, if valid at all, 
is valid only if we take for granted what it seeks to prove. A 
farmer doses land with labour and capital until, at the margin, 
he gets only the “ordinary returns” to labour and capital, 
without affording any surplus.” ]\[ultiplying the marginal 
return by the total number of doses, and subtracting the result 
from the total produce, ^Marshall has no difficulty in exhibiting 
a surplus produce from land. Ihit of course, as has been often 
pointed out,® the same argument can be used just as properly 
to show a surplus from anything else. A one-man tobacconist, 
for example, doses himself with borrowed capital until, at tlie 
margin, his additional recei]>ts only just cover the additional 
interest which he has to ])ay : multiplying this marginal return 
by the total number of doses of ca])ital and subtracting the rc‘sult 
from the total produce, he linds that there is a surplus produce 
from his labour. Or a milliner doses the cai)ital of her shop with 
the labour of assistants until her additional receipts only just 
co\ T h(*r additional wages l)ill : following the farmer’s and the 
tobacconist's example, she in turn will be able to show tluit thei\^ 
is a surplus, this time from capital. 3Iarshall warns us that this 
description which lie gives of the surplus inoduce of the land is 
not a full theory of rent; “ we shall not be ready for that till a 
much later stage.” AVhat may perhaps be said at this stage 
is that an argument that, witcli-like, can raise a surplus from land 
or labour or capital at will is suspect; and that, however useful 
it may be for other purposes, it is not likely to help in an inquiry 
into the alleged peculiarity of the rent of land. 

(b) Costs . — Marshall also argues for the surj)lus character of 
rent by relying upon the theory of costs which he develops in 
Book V ; the Book aiming, he tells us, “ not so much at the 
attainment of knowledge, as at the power to obtain and arrange 
knowledge with regard to two opposing sets of forces, those wliich 
impel man to economic efforts and sacritiees, and those which 
hold him back.” With this admitted interest in the personal 
exertions of human beings, and this belief iji their outstanding 
economic imjiortance — that phrase, “efforts and sacrifices,” 

^ Pp. 151-6. 

E.ff. by such different writers as Prof. Cassel and Mr. J. A. Hobson. 

* V. 156. * P. 324. 
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runs like a kind of counter-subject up and down MarshaU's 
great fugue — ^ho is not likely to approach rent impartially. Is 
the rent of land a cost ? In the passage where costs .and expenses 
are formally discussed, Marshall does not even ask the question ; 
we are left to assume that the answer is No, since land and rent 
arc not mentioned at all. “ Tlie exertions of all the different 
kinds of labour that .arc directly or indirectly involved in making it ; 
together with the abstinences or rather the waitings required for 
saving the capital used in making it : all these efforts and sacrifices 
together will be called the real cost of product ion of the commodity. 
The sums of money that have to be paid for these efforts and 
sacrifices will be called either its money cost of production, or, for 
shortness, its expenses of j^^'oduclion,'' ^ The same argument 
omittendo, as it were, may be presumed to hold .also of social 
costs which, we are told, include the cost of labour and capital 
but apparently not of land : “ when considering costs from the 
social point of view . . . tlien wc are concerned with the real 
costs of efforts of various qualities, .and with the real cost of 
waiting.” ^ Again, when dealing with prime, supplementary 
and total costs,^ Mcarshall makes no reference whatever to land; 
and a little later, in discussing the stationary state and modifica- 
tions of it, he rids hiinself of rent by asking us to assume, 2^cr 
impossibile, that there is no scarcity of land even where population 
and wealth arc growing,^ 

Thus by the time that land is reached, ^ it is hardly decent 
any longer to ask if rent is a cost, for ^larshall h.as told us so 
often already that the only costs arc the costs of effort and 
waiting. But he tries here ® to enforce assent to this proposition 
by an argument about circular reasoning which is worth noticing. 
Rent, he says, is the “ excess of the value of the total returns 
which capital and labour applied to land do obtain, over those 
which they would have obtained under circ\imstances as un- 
favourable as those on the margin of cultivation the margin 
of cultivation being defined here as “ the margin of the profitable 
application of capital and labour to good and bad land alike.” 
Now, ” the cost of production of the marginal produce can be 
ascertained without reasoning in a circle,” whereas “ the cost of 
production of the other parts cannot.” For, ‘‘ if the cost of 
production were estimated for parts of the produce wliich do not 
come from the margin, a charge on account of rent would of 
course need to be entered in this estimate ; and if this estimate 

^ Pp. ‘ p. 350. ® Pp. 350-61. 

4 P. 308. ® C'hap. X. ® Pp. 427-8. 
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were used in an account of the causes which govern the price of 
the produce, then the reasoning would be circular. For that 
which is wholly an effect would be reckoned up as part of the 
cause of those things of which it is an effect.” 

Two. comments may be made. First, Marshall’s statement 
that rent is V wholly an effect,” though it follows no doubt from 
his other statement that labour and capital are the only costs, 
remains, so far, no more than an assertion. And, second, it is 
difficult’ to reconcile this fear of circular reasoning, a fear which 
is exhibited by many economists besides Marshall, with belief in 
the central doctrine of economics that values both determine, 
and are determined by, one another, like the positions of balls in a 
bowl ; ^ or, as Mitchell puts it, that “ all the prices in a business 
economy are continually influencing one another. To account 
for any one item in the system, one must invoke the whole.” ^ 
If all prices are thus mutually interdependent, why should econo- 
mists take fright at circular reasoning of the type described by 
Marshall? If, say, three prices are in question, of course it is 
circular to say that A affects B, B affects C, and C affects A. 
But the argument is faulty, not because it is circular — it is quite 
right as far as it goes — but because it is incomplete ; giving only 
three of the six relations, and omitting to say that A also affects 
C, B also affects A and C also affects B. Instead of taking fright, 
ought economists not rather to welcome circular reasoning of 
this type as a tolerably good approach to that multiple reasoning 
which Marshall himself did so much to develop, and by which alone, 
on their own hypothesis, they can hope to deal with prices ? 

The gist of Marshall’s argument about rent in connection with 
costs is to be found in a footnote, — ^to a paragraph on the incidence 
of a special tax on hops.® Discussing whether rent does or does 
not ‘‘ enter into ” the cost of production — ^Marshall once told 
Edgeworth that it was ” wicked ” ^ to say that it does — he says : 
“ the ordinary man is offended by the old phrase that rent does 
not enter into the price of oats ; when he sees that an increase in 
the demand for land for other uses manifests itself in a rise of the 
rental value of all land in the neighbourhood ; leaves less land for 
growing oats ; consequently makes it worth while to force larger 
crops of oats out of the remaining oat-land, and thus raises the 
marginal expenses of oats and their price.” Which is true; 
but it would be just as true of any other factor as it is of land. 
If it were asserted that wages, for example, did not enter into 

» P. 818. * W. C. Mitchell, Buaineaa Cydea, 1927, p. 116. 

• P. 436, n. * Memorials, p. 436. 
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the price of oats, the ordinary man would be similarly offended : 
he would see similarly that an increase in the demand for labour 
for other uses was manifesting itself in a rise of the value of all 
labour in the neighbourhood, leaving less labour free for growing 
oats ; consequently making it worth while to force more out of 
the labourers who remained growing oats, thus raising the marginal 
expenses of oats and their price. A rise in wages, as of rent, would 
“ serve as a medium through which the growing scarcity of 
labour, as of land, would “ obtrude itself on his notice ” ; and in 
neither case would it be “ worth while to try to force him to go 
behind these symptoms of the change in conditions to the truly 
operative causes.” 

Of course, as Marshall insists, there is no “ simple numerical 
relation ” ^ between rent and marginal costs, and of course, 
therefore, Jevons must not bo allowed, when pasture land 
yielding £2 per acre has been ploughed up for wheat, to 
debit this simple £2 against the expenses of production of 
wheat.2 But in the course of his debate with Jevons, Marshall 
uses an argument which seems to concede more than the whole 
of Jevons’ case. He begins by reiterating his own familiar 
definition of expenses : the price of wheat will be the expenses 
of production (wages and profits) of that part of it which only 
just pays its way, that which is produced on the margin of profitable 
expenditure.” And then he adds : ” and if for the purposes of 
any particular argument we take together the whole expenses of 
the production of that land, and divide these among the whole 
of the commodity produced; then the rent which we ought to 
count in is not that which the land would pay if used for pro- 
ducing the first commodity, but that which it does pay when 
used for producing the second.” What the “ particular argu- 
ment ” may be, Marshall does not tell us : what may bo said of 
it is that it uses the phrase “ whole expenses ” in a sense opposed 
to the ordinary sense of expenses in the Principles^ to include 
rent as well as wages and profit; and it tells Jevons that, while 
he may not debit against wheat the £2 which his land had got for 
pasture, he is free to debit the, x)erhaps, £4 which it now gets for 
producing wheat. Or, as Marshall puts it a little later, the “ ex- 
penses of production of oats are increased ” — no, not by rent — 
” by the fact that land, which could yield good crops of oats, is in 
great demand for growing other crops that enable it to yield a 
higher rent.” ® 

And when Marshall discusses the industrial, as distinct from 
I P. 436. • P. 437, n. • P. 450. 
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the agricultural, value of land, he is no more happy in establishing 
a peculiar position for rent. Directing our eyes to the top storey 
of a building, and calling this the margin, he isolates certain 
items of expenditure, calls these the expenses of production, and 
so has no difficulty in preventing anything else, and particularly 
rent, from entering into costs. “ The expenses of production of 
the things raised on this (top) floor . . . are just covered by their 
price ; there is no surplus for the rent of land. The expenses of 
pjoductioii of manufactures may then be reckoned as those of 
the goods which are made on the margin of building, so as to pay 
no rent for land.” ^ So far as the argument goes, it would be 
just as proper to concentrate attention on the bottom floor, and 
to argue that the expenses of liiring the land on wdiich it stands 
are so lieavy, that they are only just covered by the price of the 
tilings produced on this bottom floor; “ there is no surplus for ” 
w'ages or interest, w'hich thus do not enter into the expenses of 
production. 

3. ^ ‘ /w provemen ts . ' * 

If neither ilarshairs margins nor his costs establish any 
peculiarity for rent, what light is throwm on the question by his 
treatment of '' improvements ” — capital and labour sunk in the 
land ? 

In the first of the two chapters on the fertility of land, Marshall 
says that “ the area of the earth is fixed : the geometric relations 
in which any particular part of it stands to other parts are fixed. 
Man has no control over them.” - But before the reader’s 
thoughts have time to wander to Dutch reclamations or Sicilian 
terrace-building, he finds from the next page that, however it 
may be with geometric relations, fertility at any rate can be 
brouglit under man’s control. ^lan can by sulficient labour 
make almost any land bear large crops.” Indeed, “ the greater 
part of the soil in old countries owes much of its character to 
human action; all that lies just ])el()W' the surface has in it a 
large element of capital, the produce of man’s ])ast labour.”® 

^ P. 448. Cp. p. 339, n., whero Marshall says that tho oxponsos of production 
of any amount of a raw commodity “ may best be estimated with roforonco to 
tho margin of production at which no rent is paid. It is curious that thoro should 
bo no agrooment yet among economists whothcr all units of a thing in a given 
period are equally marginal (“ tho margin of tho profitable application of capital 
and labour to good and bad land alike,” p. 427 ; “ ov'cry ounce of broad we oat 
is as marginal as any otlier,” Cunnan, Wraith, 3rd cd., p. 112), or whether 
margins aro a matter of no-roiit fields, top storeys {Prhiciplrs, pp. 448, 450), 
” inefficiont ” workers fp. 70r») and “ weak ” producers (p. SOS, n. 2). 

P. 115. ^ P. 147. 
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Some of the properties of land are original, in short, and some 
artificial ; but instead of developing the distinction between them, 
Marshall plunges at once into a digression. “ The question how 
far the fertility of any soil is due to the original properties given 
to it by nature, and how far to the changes in it made by man. 
cannot be fully discussed without taking account of the kind of 
produce raised from it ^ and he goes on to speak of forest trees 
and grass and cereals and vegetables. Ought it not to be said, 
rather, that even the fullest discussion of the origins of a tlung 
should not admit any discussion of its many possible destinations 
— that the question. What do the propiu’ties of this piece of land 
owe to nature and what to man ? lias nothing wliatcvcr to do 
with the question, What is this land used for ? Of course ‘‘ liuman 
agency can do much more to promote tlie growth of some erojis 
than of others,” but what connection is there, in tlu.'ory or fact, 
between the amount of labour which goes into a particular cro)) 
and the amount of labour which has gone into the particular soil 
on which the crop is growing ? Of the vai ious kinds of produce, 
vegetables may “ owe most to man's labour,” but they are 
not necessarily grown on the most man-made soil; and at the 
other end of the scale, ^larshalVs favourite forest trees, which 
have “ very little to gain from man's aid,” are often found on 
soils wliich without man's aid would not have boon in e.xistencc 
at all. 

Man works on,” - however — at crops still, not soils— until 
returns diminish and surplus produce arises. Tliis surplus 
produce, we are warned, is not rent, but it may become rent under 
certain conditions. The full rent of a farm in an old country is 
made up of three elements: the first being due to tlic value of 
the soil as it was made by nature; the second to improvements 
made in it by man; and the third, which is often the most im- 
portant of all, to the growth of a dense and rich population, and 
to facilities of communication by public roads, railroads, etc.” 
Of these three elements — value due to natural properties, value 
duo to improvements, and public value (as he calls it later — 
the third is irrelevant to our present purpose, for it operates 
independently of the other two : if population is growing in a 
district, it docs not matter how far the properties of the land are 
due to nature and how far to man; their public value will be 
onhan(?ed indifferently. Our concern is with the first two only, 
and with the distinction between them. Marshall adopts a 
curiously von pos.siunits attitude to the whole affair. Tn old 
^ P. US. ‘ P. uy. ® P. 150. * P. 433. 



12 


THE EOONOMIO JOXJBKAL 


[MABOH 


countries, he says the results of some of man’s work are for 
good and evil fixed in the land, and cannot be distinguished from 
those of nature’s work : the line of division is blurred, and must 
be drawn more or less arbitrarily.” ^ He admits later that there 
is “ some interest ” ^ in trying to distinguish between the two, 
but he only mentions one attempt — the argument, associated 
principally with Carey, that the expense of bringing land from its 
original to its present condition would exceed the whole value it 
has now, and that therefore all of its value is due to labour. 
Marshall, of course, has no difficulty in refuting this argument. 
As he says, the value of land in a well-peopled district is generally 
much greater than the expenses, so far as they can be properly 
charged to agricultural account, of bringing the land from its 
original to its present condition.® But, in the course of the single 
paragraph which ho devotes to the argument, he proves much too 
much. Where an improvement has been made, he contends 
that “ the aggregate value of the extra produce which has, from 
first to last, been attributable ” to it must be deducted from the 
expenses of that improvement. From first to last? If the 
aggregate value of all extra produce attributable to an improve- 
ment had to be debited against its expenses, many improvements, 
probably most, would be found to have cost considerably less 
than nothing. What negative sum would the net expenses of 
the Bedford Level, for example, amount to, if even a small part 
of the value of the extra produce attributable to it since the 
seventeenth century had to be taken into the reckoning ? 

The most definite expression of opinion which Marshall allows 
himself on the distinction between nature and improvements 
is a by-product, as it were, of his belief in the paramount economic 
importance of human exertions. If we exclude public value, 
and confine ourselves to the extra income derived from improve- 
ments, then, he says, “ the whole ” of that extra income is required 
as a rule, even in an old country, to remunerate the individual 
owner for his efforts and sacrifices.^ “ For periods which are 
long in comparison with the time needed to make improvements 
of any kind, and bring them into full operation, the net incomes 
derived from them are but the price required to be paid for the 
efforts and sacrifices of those who make them.” * He develops 
the point further in an Appendix ; • “ For long periods, that is, 
in all the more important problems of economic science . . . there 
is no distinction between immediate outlay and total outlay. 
And in the long run the earnings of each agent are, as a rule, 

» P. 166. * P. 634. » P. 634. « P. 426. • Ibid. • P. 832. 
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sufficient only to recompense at their marginal rates the sum total 
of the efforts and sacrifices required to produce them.” What of 
land ? This thesis “ applies in a sense to land which has been but 
recently taken up ; and possibly it might apply to much land in 
old countries, if we could trace its records back to their earliest 
origins. But the attempt would raise controversial questions in 
history and ethics, as well as in economics ; and the aims of our 
present inquiry are prospective rather than retrospective.” So 
the attempt is not made. It is to be observed, however, that it 
is not any sense of economic unfitness in the argument which holds 
Marshall back from this pursuit of efforts and sacrifices down the 
ages — the blood and tears of a Roman slave or a manorial villein, 
if only we could trace them, would apparently be just as relevant 
as the efforts and sacrifices of a twentieth-century farm-labourer — 
but mere paucity of data and a mere desire not to become 
embroiled in controversy. 

It is here that the principal weakness of Marshall’s position 
lies. He believed in the lasting importance of efforts and sacrifices 
applied to land. He also believed in the lease system of land 
tenure, especially in the English system, to which in one place 
he devoted a remarkable eulogy, maintaining that “ the line of 
division between the tenant’s and the landlord s share coincides 
with the deepest and most important line of cleavage in economic 
theory,” and ascribing the merits of English economists largely 
to familiarity with the system.^ It is strange that he never, in 
the whole course of the Principles, forced his two beliefs together 
and asked : if efforts and sacrifices are so important, especially 
in long periods, how is it that tenants with comparatively short 
leases arc willing to undergo efforts and sacrifices, the permanent 
benefit of which will accrue, not to themselves but to their land- 
lords? Why do tenants on leases of 33 years or 25 or even 
only 19 — a common term in Scotland — sink money irretrievably 
in the land? Of possible answers there is one, suggested by 
Wallier and others, which it might be thought would have been 
of special interest to Marshall : — that the cost of improvements 
in land should be estimated on the principles of terminable 
annuities; that tenants sink £1,000 of their own in an improve- 
ment, not because they expect a return from it at the standard 

^ P. 636. “ This fact ” — the alleged coincicleiico of cleavage — “ perhaps 

more than any other was the cause of the ascendancy of English cconomio theory 
early in this century ; it helped English economists to pioneer the way so far 
ahead, that oven in our own generation . . . nearly all the now constructive 
ideas ore found to bo but developments of others which were latent in the older 
English work.” 
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rate of 4 per cent, or 5 per cent, in peri^etiiity — on the contrary, 
they know tliey arc tine to relinquish the farm and its improve- 
ment in a few years* time — but because, during the limited term 
of their tenancy, they expect a return substantially higher than 
the standard ; like annuitants, they expect to receive, say, 8 per 
cent, for a limited term and to forfeit any claim to the principal. 
This would help to explain how, in Walker's words, “ there are 
few classes of improvements known to agriculture which a tenant 
for 33 years will not make at his own expense, notwithstanding 
the certainty that he will cease to enjoy the benefit of them at the 
exj)iry of his lease.** ^ 

On this inteipretation Marshall’s efforts and sacrifices would 
retain their importance, but only for a limited time. As soon as 
the men who had made the efforts had died or, short of death, 
had had their efforts paid for on the principle of annuities, and 
as soon as the capital had been similarly brought to death, or 
c\ mortised, then the improvements made in land by man would 
be indistinguishable, for purposes of value, from the virtues 
implanted in it by nature. After a time the efforts and sacrifices, 
to which the improvement was admittedly due, would have no 
place whatever in the reckoning ; and the land would have value, 
not because there were efforts and sacrifices in it — by hyj^othesis 
these were already paid for — but because, as the text books say, 
land is (a) useful and {h) scarce. 

But Marshall adhered to his belief in the abiding economic 
merits of efforts and sacrifices, and he combined with this a belief 
in the importance of the element of Time ” as “ the centre of 
the chief difliculty of almost every economic pi’oblem.” * It- is 
this second tenet especially which he elaborated into the theory 
of quasi-rent. 

4. Qudfii-i’tnf. 

In short periods, Marshall says, the income from appliances 
lias “ something of the nature of a rent.** ^ It is partly a mere 
question of definition : in short periods the income from appliances 
is a surplus of total receipts over prime cost ” ; and if prime 
cost for short periods is defined so narrowly as to include only the 
bare ‘‘ cost for raw materials, labour and near-and-tear of plant, 
which is immediately and directly involved by getting a little 
further use out of appliances which arc not fully employed ” ^ — 
excluding, for example, all standing charges for fixed plant and 

' F. A. Walhcr, Polillml 3r«l oJ., p. 3U9. 

“ Pref., p. vii. •* P. 377. ^ Pp. 374 -5. 
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all salaries of the upper employees ^ — it naturally follows 
that any receipts over and above this prime cost are ‘‘ surplus ” ; 
and since by hypothesis rent is also a surplus of some kind, it can 
be said that the income of appliances in short periods has some- 
thing of the nature of a rent.” 

But the main reason why the incomes of appliances in short 
periods arc described as ([uasi-renls is that siip])ly lias not time 
to be fully ada[ited to demand ; on the one hand, there is not 
time materially to increase those appliances if the su])ply of them 
is deficient ; and on the other, if the supply is excessive, some of 
them must remain imperfectly employed. . . . \"ariations in 
the pai*ticular income derived from them do not for the time 
alfcet perceptibly the sup])ly.” - What calls for ohservation is 
the importance which Marshall here seems to assign, in short 
j^oriods, to maladjustment between supply and demand. The 
short period seems to be a tiling of misfits and embarrassments; 
of “ slack ” trade with works not fully employed ” of supply 
either “ excessive ” or “ deficient,” but never right. In the 
illustration of quasi-rent given in the Economics of Industry, 
demand is an cx(!cplional ” demand for a particular fabric 
caused by a “sudden” movement of fashion; the ‘‘special” 
machinery required for making it yields for a time a quasi-rent 
“greater than normal profits on the original investment”; 
afterwards demand is “ less than had hecn expected,” and quasi- 
rent is “ less than normal profits ” ; tliroughout, the relations of 
demand and supply arc “ more or less accidental.” ^ 

This uneasy jumpiness which characterises short periods 
might })erliaps be expected to disappear in long jieriods. And so 
it does: in long periods supply can adjust itself to demand; 
“ all investments of capital and eifort in providing the material 
plant and the organisation of a business, and in acquiring trade 
knowledge and specialised ability, have time to be adjusted to the 
incomes uhich are expected to be earned by them; and the 
estimates of those incomes therefore directly govern supply, and 
are the true long-period normal supiily price of the commodities 
produced.” ^ 

It could be plausibly argued that the case should rather be 
stated the other way : that in short j^eriods — apart from ex- 
ceptional circumstances, such as the classical stand-by of a king’s 
death and the sudden demand for black cloth— supply and 
demand arc likely to fit better and not less well than in long 

I P. 360. • 376-7. • P. 360. 

* t:conomiv<s o/ Indiutrj, App. C, pp. -7. ‘ P. 377. 



16 


THE ECONOMIC JOURNAIi 


[march 


periods; that in short periods estimates are likely to be fairly 
accurate, whereas “ the longer the run,’* in Devas’ words which 
Marshall quotes,^ “ the more hopeless the rectification.” But 
there is no need to elaborate the argument, for this is precisely 
the argument which Marshall himself uses thirty pages later. 
The ‘‘ central doctrine ” about marginal costs in relation to 
values is that “ that which is rightly regarded as interest on 
‘ free ’ or * floating ’ capital, or on new investments of capital, is 
more properly treated as a sort of rent — a Quasi-rent — on old 
investments of capital.” ^ Why? Apparently because now, for 
present purposes, the short period is less jumpy than the long ; 
there is less maladjustment between supply and demand. If 
a producer invests in material or labour that is “ soon ” 
embodied in some saleable product, ” the sale replenishes his 
fluid capital,” ^ and the terms interest and profits can be directly 
applied.^ But in long periods supply and demand may not fit 
so nicely : if the producer invests “ in land, or in a durable 
building or machine, the return which he gets from his investment 
may vary widely from his expectation. It will be governed by 
the market for his products, which may change its cliaractcr 
largely through new inventions, changes in fashion, etc., during 
the life of a machine, to say nothing of the perpetual life of land.” ® 
We may not speak of interest and profits any longer, but only of 
quasi-rents and rents. 

Thus Marshall seems in one context to regard maladjustments 
as belonging peculiarly to short periods, in another to regard them 
as belonging peculiarly to long. The second of these two views is 
particularly evident in the paragraph in which he summarises his 
central doctrine about quasi-rent. ” So long as capital is ‘ free,’ 
and the sum of money or general purchasing power over which it 
gives command is known, the net money income, expected to be 
derived from it, can be represented at once as bearing a given 
ratio (four or five or ten per cent.) to that sum.” (The term interest 
is properly applicable.) ” But when the free capital has been 
invested in a particular thing, its money value cannot as a rule 
be ascertained except by capitalising the net income which it 
will yield; and therefore (sic) the causes which govern it are 
likely to be akin in a greater or less degree to those which govern 
rents.” ® Except on some such assumption as “ much maladjust- 
ment, quasi-rent ; little maladjustment, quasi-interest,” how can 
this reasoning be regarded as other than a non sequitur ? Because* 

>P. 380, II. * P.412. »P. 411. 

* Ibid., margin. * Ibid, • P, 412. 
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we use a particular method of ascertaining the money value of a 
thing — capitalising the net incomes expected from it — how does 
it follow that the causes which govern it are akin to those which 
govern rents? I have £100 “free” capital and I “expect” 
to derive £5 a year from it. The two sums of money are a ratio, 
and Marshall allows me to speak of interest at 5 per cent. When 
I have invested my free capital, the net income it yields may still 
be £5, and I may capitalise this at, say, twenty years’ purchase. 
Can I still regard this as interest at 5 per cent. ? No : the method 
of ascertaining the income is different : “ therefore ” the causes 
which govern the income are likely to be different. 

Maladjustments similarly seem to be part and parcel of the 
parable of the meteoric stones. At one extreme, when the stones 
are durable and the total supply is fixed, “ changes ” in the pro- 
cesses of production or of demand might cause the income from 
the stones to become “ twice as great or only half as great ” as 
the purchaser had expected.^ At the other extreme, when the 
stones are brittle and new stones are easily obtainable, “ varia- 
tions ” in demand would have but little influence on their price, 
and the income from them, allowance being made for wear and 
tear, would always “ adhere closely ” to interest on cost of pro- 
duction.2 Intermediately, supposing the stones to last fairly 
long and new supplies to be obtainable with fair difficulty, the 
income from them “ might temporarily diverge some way ” from 
interest or profits on their cost : “ changes ” in the urgency and 
volume of their possible uses might have caused the value of their 
marginal services “ to rise or fall a great deal.” “ A7ul if this rise 
or fall, arising from variations in demand, and not from variations 
in the cost of the stones, is likely to he great during the period of 
any particular enterprise, or any particular problem of value that 
is under discussion; then for that discussion the income yielded 
by the stones is to be regarded as more nearly akin to a rent than to 
interest on the cost of producing the stones.” ® 

Suppose that w'e cannot bring ourselves to give nuiladjust- 
ments this pride of place — and we have additional reason for 
hesitation when wo recall the two opposing arguments which 
Marshall himself used about the relative importance of maladjust- 
ments in the short and the long period, and how they seemed to 
cancel each other out; suppose that, while w'e admit a large 
measure of maladjustment in all economic affairs, we are not 
persuaded to call incomes by different names because the malad- 

* P. 416. * P. 418. * Pp. 419-20. Italics mine. 

No. 167.— VOL. XL. C 
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justmonts affecting them may differ in magnitude ; what remains 
in the doctrine of quasi-rent ? 

First, there is the dogma, to which Lauderdale perhaps first 
gave unequivocal expression, that while all values come from the 
interplay of demand and a limited supply, some values are more 
markedly affected by supply and some more markedly by demand. 
When things wear out quickly and arc produced easily, that is, 
when new supplies are a large proportion of the whole, then the 
supply blade of IVIarshall’s pair of scissors will be the blade that 
seems to do the cutting, and the incomes from these things will 
“ adhere closely to interest on their cost of production. On the 
other hand, when things are produced with great difficulty, that 
is, when new supplies are only a trifling i)roportion of the whole, 
then the demand blade will seem to do the cutting. But the 
incomes from these things also may quite well “ adhere closely,” 
like the others, to interest on the costs of such new supplies as 
may be forthcoming, and there is no reason wdiy variations in 
demand should be expected to become great, or to spirit values 
away from all contact with costs. The value of new reclaimed 
land, for example, is settled mainly from the demand side, 
but it may also adhere quite closely to interest on the cost of 
producing it. 

But besides this elderly and familiar dogma that some values 
are mainly supply-made and some mainly demand-made — and 
the essence of it is not the newness of some things compared with 
the oldness of others, but the proportion which incoming supplies 
bear to the whole — quasi -rent also gives shelter to two ideas 
which are more questionable; the one concerning time, the other 
concerning costs. Just as “ the element of Time ... is itself 
continuous,” so, Marshall holds, ‘‘ there is no sharp line of division 
between floating capital and that which has been ‘ sunk ' for a 
special brancli of production, nor betux»en new and old invest- 
ments of capital; each group shades into the other gradually.”^ 
Should it not rather be said that the distinction between free 
or floating capital on the one hand — ^free to be invested or spent 
in any other conceivable way — and all investments, new or old, 
on the other hand, so far from being a gradual shading, is one of 
the sharpest and cleanest distinction in economics ? What was 
once £100 free capital is, when invested, something utterly 
different — £100 worth of land or ships or a mattress factory ; the 
worth being commonly estimated, as Marshall says, by capitalising 
the incomes expected. And the age of the investment does not 

' Prof., p. viii, repeated p. 412. 
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affect the sharpness of this particular distinction : an investment 
made yesterday is no more free capital, nor is it any nearer shading 
into free capital, than an investment made fifty years ago. Malad- 
justments and mischances occur, of course, but these depend 
more on the character of the investment than its age : what in 
1900 was £100 worth of land or ships may be worth less or more 
now, but equally what was yesterday £100 worth of a new factory 
for Sink-not Mattresses, Ltd., may have jumped twenty points 
either way in the night. 

There remains the relation of quasi-rent to costs. This has 
always caused trouble, and Marshall devoted a footnote to the 
“ many misconceptions ” which even “ able economists ” had 
shown about it.'^ Quasi-rent, he says there, is “ no part of cost 
under any conditions,” but “ the confident expectation of coming 
quasi-rents isanccessaiy condition for the investments of capital 
in machinery, and for the incurrhig of supplementary costs 
generally.” Obviously a manufacturer will not install a machine 
at all unless he “ expects ” fairly “ confidently ” that he will get 
something out of it. But no less obviously the mark of this 
confident expectation is that it operates most powerfully of all 
when a ma(*hine is new, and that is decreases in intensity as the 
machine ages. All early incomes from a machine are commonly 
regarded as very necessary profit indeed ; whereas later on, when 
costs have been recovered, if the machine is still working, any 
income from it can be regarded as unnecessary, if none the less 
welcome, profit. Not so Jlarshall : in short periods the income 
from machines is “ correctly described as unnecessary profit ” — 
because of the particular line he has chosen to draw between 
prime and supplementary costs. In prime costs, as Marshall 
defines them, we are not allowed to include any standing charges 
for durable plant, least of all in short periods : ^ if a piece of 
durable plant is “ already made and waiting for its work,” any 
return it may get is, by definition, a surplus over j)riinc cost, and 
so unnecessary profit. Manufacturers all the world over may 
“ confidently expect ” short-period income — indeed, it may be a 
“ necessary condition ” of their investing in machines at all — 
but, for purposes of economic theory, this income is to be regarded 
as a ‘‘surplus,” bearing “enough resemblance to that excess 
value of the produce of land over the direct cost of raising it, 

1 P. 424, n. 

• P. 3(50. Cp. p. 420 : should not tho sentonco in tho margin (a fovourite 
with oxarninors) bo inv'ortod — “ supplomontary costs rolativoly to short periods 
become prime costs relatively to long ”7 ^ 
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which is the basis of rent as ordinarily understood, to justify us 
in calling it a quasi-rent.** ^ 

There is the same fundamental weakness hero as in Marshall’s 
attitude to “ improvements,** and it has the same origin — ^his 
attempt to drive both his “ element of Time ** and his “ efforts 
and sacrifices ** in double harness down the whole of the economic 
course. Sometimes time seems to be making the pace, as in 
quasi-rent ; sometimes efforts and sacrifices, as in “ improve- 
ments but neither is allowed to fall out of the running. It 
could be argued, and with reason, that efforts and sacrifices ought 
to fall out after a time ; that while time itself may be “ con- 
tinuous,” with short periods shading “ by imperceptible grada- 
tions ” into long, efforts, on the other hand, are essentially dis- 
continuous ; that the importance of any particular bit of effort 
is quite short-lived and ceases, not by an imperceptible gradation, 
but quite suddenly, as soon as the effort in question is paid for 
or the effort-maker dead. Senior put the same point when he 
said that ‘‘ for all useful purposes the distinction of profits from 
rent ceases as soon as the capital from which a given revenue 
arises has become, . . the property of a person to whose ab- 
stinence and exertions it did not owe its creation.” But none of 
this would have fitted in with Marshall’s main thesis. So far 
from letting efforts and sacrifices perish, ho tried, as we have seen, 
to give them an indefinitely long economic life, with an inde- 
finitely long claim to earnings ; arguing indeed that the longer the 
run, the more likely was it that the earnings of an agent would be 
found to recompense, and to do no more than recompense, the 
efforts that had gone to produce it ; and that, excluding “ public ** 
value, this was broadly true even of land.® 


If this account of Marshall’s views on rent is substantially 
right, some conclusions follow which may perhaps be put in this 
form : — 

First, that efforts and sacrifices — ^granted that they are germane 
to economics at all — are of interest for only a limited time. Many 
improvements remain in being long after the efforts and sacri- 
fices to which they were originally due have had their full earnings : 

^ Economics of Industry, p. 427. 

' Apud., p. 432, n. Marshall dismisses it as a suggestion, not worked out; 
though Senior “ seemed almost on the point of perceiving that the key of the 
difficulty was held by the element of time.’* 

• Esp. pp. 427 and 832, 
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payment for these improvements, when once these eflEorts and 
sacrifices have been paid for, is indistinguishable from payment 
for original and indestructible powers. Thus, if a landlord is 
entitled to demand payment for original and indestructible powers, 
he is equally entitled to demand payment for improvements 
which others have made, provided that sufficient time has 
elapsed for the others to recover the cost of their efforts and 
sacrifices. 

Second, that the various incomes from appliances do not 
shade into one another gradually, but that on the one hand there 
is a sharp distinction between all free capital and all investments 
or embodiments of capital, as Marshall calls them ; and on the 
other hand there is a distinction, not so sharp but quite definable, 
between the incomes from those investments which have, and 
those which have not, efforts and sacrifices still to be paid for. 

Third, that rent or payment for land is substantially like other 
payments for things which are both useful and scarce. By 
simple arithmetic rent can be made a surplus in receipts over 
capital -and-labour expenses, just as wages could be made a 
surplus in receipts over capital-and-land expenses. But where 
property in land is recognised, and where renting is adopted as 
the means of distributing what is scarce, rent is not a surplus over 
total costs ; land is not commonly available without paying for 
it, any more than labour or capital. Just as wages and interest 
determine, and are also determined by, the prices of things made 
with the help of labour and capital, so with rent : rent is paid in 
part because corn is high, but also corn is high in part because 
rent is paid. 

Fourth, there remain, and of prime importance, those sur- 
pluses in some things over other things which have long interested 
both theorists and men of affairs — a surplus in the receipts of 
some Landlords over their capital-and-labour costs, a surplus in 
the receipts of some tenants over their capital-and-labour-and- 
land costs, an excess in the profits of some business men over their 
own profits at a previous datum-line, an excess in the incomes of 
some barristers and some jockeys over other barristers and 
jockeys in a given period.^ They can he called by various 
names — surpluses, excesses, differences, differentials or almost 
any other name except, perhaps, one : a surplus of this kind 
should not be called like the rent of land, for normally the rent 
of land is not like that. 

» P. 623. 6 ^3^^ 
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The task of examining a doctrine is only partly done when 
reasons have been given for agreeing or disagreeing with it. Of 
equal importance, and usually greater difficulty, is the attempt to 
explain why great economists held the views they did hold : 
why, for example, the ablest minds in Europe believed for so leug 
in the prohibition of usury or why English economists for two- 
thirds of a century were dominated by the wages fund.^ Tiie 
explanation about Marshall and rent is singularly easy to point 
to : it lies in the Ricardian age, and particularly in the contrast 
which impressed the classical economists between the com- 
parative fixity of land and the fluidity of capital, and still more, 
perhaps, of labour at a time when the proportion of children to 
the total population was exceptionally large.^ Even at the end 
of the century Marshall was so deeply impressed that he frequently 
drew distinctions between old-world economies and new-world 
economics, and he sometimes used language about the fixity of 
land which otherwise would be very difficult to justify. In an 
old country, he says, “ the supply of land is fixed,” whereas ‘‘ the 
supply of machines may be increased without limit ” ; ® land 

does not share the reflex influences . . . which a high rate of 
earnings exerts on the supply of other agents of production ” ; * 
“ the stock of land (in an old country) at any time is the stock for 
all time ” ; ^ and ho even tries to sharpen the contrast by the 
expedient of comparing a stock with a flow : “ land in an old 
country is approximately (and in some eases absolutely) a penna- 
nent and fixed stock, while appliances made by man,” including 
improvement in land, “ are a flow capable of being increased or 
diminished ” according to variations in demand.® 

Apart from a general explanation such as this, which lies in 
the history of economic thought, there were certain qualities in 
Marshall himself which would have disposed him to believe in 
rent. He was loyal to tra^lition, and he was kindly and generous, 
especially to the classical economists : “ if cross-examined,” 

they would have explained away the misleading suggestions ” 
of the wages fund ; ^ the distinctions w hich they and others drew 
between the w^ords productive and unproductive were “ very 

* This is perhaps a defect in Prof. Caniian's incomparable Theories of 
Production and Diatrihution. Has anyone over risen from reading it without 
feeling that all economists from 1776 to 1848 must have been not silly merely, but 
almost imbecile ? 

* As, e.g., Mr. GrifTith and Miss Buor have shown. 

* Pp. 411-2. * P. 535. » P. 530. 

® Pp. 431-2. Cp. p. 645, about stock r. flow in the wages fund doctrine, 

‘ P. 545. 
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thin,’’ but they ought to be allowed to “ dwindle gradually out of 
use, rather than be suddenly discarded ” Adam Smith, instead 
of holding contradictory views about rent, as most people thought, 
simply “ anticipated in one part of his writings truths which in 
other parts he has seemed to deny ” ; 2 Ricardo, as Roscher 
suggested, should be “rewritten” to suit changed cases;* he 
and his followers were “ rightly guided by their intuitions ” when 
they “ silently determined ” that problems of supply were the 
most important.^ In contrast with Marshall’s own attitude, 
Jevons was often “ harsh ” and “ combative,” ® and Prof. Cannan 
“ acute,” but “ too severe.” ® And along with this loyalty to 
tradition, and especially English tradition, Marshall's large nature 
possessed in a peculiar degree what George Eliot called the 
hospitality of the human mind — alwa^ s ready to welcome ideas 
and loath to dismiss them; delighting in “likeness amid un- 
likcness,” ’ in “ the Many in the One and the One in ilie Many ” * ; 
above all in that “ prijicii)le of continuity ” and those “ applica- 
tions ” of it which he regarded as the special characteristics of 
his book — continuity running through the various kinds of motive, 
of value, of conduct, of income.® In the original Preface he had 
also emphasised continuity in the use of terms and in the develop- 
ment of economic thought; and though the paragraphs were 
afterwards omitted from some editions, Marshall’s mind about the 
substance seems to have undergone little change. Because nature 
was complex, he had an almost passionate suspicion of simplicity 
in thought or expression : ** in this world every plain and simple 
doctrine as to the relations between cost of production, demand and 
value is necessarily false ; and the greater the appearance of lucidity 
which is given to it by skilful exposition ” — especially, 2)crhaps, in 
short sentences “ the more mischievous it is.” It was not 
surprising that ho himself should have made so much out of the 
prefix quad. 

Finally, ^Marshall was deeply impressed — and what healthy 
person is not ? — by the social and moral implications of the 
comparative fixity of the supply of land. Like many economists, 
he persisted in describing the gifts of nature as free,'* though 
everyone knows that they usually have prices; like many re- 
formers throughout history, he lamented the ‘‘ spread of modern 
notions ” which sent people from the country into the towns ; '* he 

» P. 67, n. * P. 439, ii. » P. 163. n. * P. 625. « P. 820, n. 2. 

• P. 827, n. 2. ’ P. 431. ® P. 777. • Prof., p. vi. ff. Cp. p. 660. 

P. 816, on Ricardo’s “ bad habit.’* 

P. 368. pp. 74, 78, 138. 


13 P. 6S4. 
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wafl enthusiastic about small-holdings ^ ; and almost the only 
formal and advertised departure which he made from the 
theoretical plan of the Principles was to discuss the “ heavy and 
many-sided responsibilities ” which statesmen have in relation 
to land.® 

It is for these practical reasons, no less than the theoretical, 
that economists should tiy to reach some sort of agreement 
about rent. Is the Marshallian doctrine substantially right or 
wrong ? If wrong, should it be discarded or allowed, Marshall- 
wise, to “ dwindle ” away ? Choice of some kind is desirable : people 
who, as Newman said,® “ can hold the balance between opposites 
so skilfully as to do without fulcrum or beam, who never enunciate 
a truth without guarding themselves against being supposed to 
exclude the contradictory,” may pass for “ sound,” but they do 
scant service to economics. 

» P. 664, n. 2. • P. 802. • Apologia, Chap. III. 

F. W. OoinviB 

University of Edinburgh, 

September 1929. 



ADAM SMITH AND THE DYNAMIC STATE 

I 

With singular felicity Sir Charles Lucas opens the new Cam- 
bridge History of the British Empire with a quotation from the 
Third Book of the Wealth of Nations. The Third Book would 
hardly find a pla«e in a modem Principles of Economics; yet 
without it the assault on mercantilism, which occupies Book IV, 
and which for over a century tied political economy to free trade, 
would be mere logomachy. Adam Smith’s thesis in Book III 
is simple. There are two sorts of advancement, the natural and 
the artificial; the natural from agriculture to manufacture and 
to foreign commerce last of all ; the artificial from foreign com- 
merce and manufacture to agriculture. The one, as he sees it, is 
the path which North America is taking, the other the path 
which all Europe has taken up to the present. As though play- 
ing with his readers he builds up the case for the natural course, 
only to turn round in the pregnant words, “ It is thus that through 
the greater part of Europe the commerce and manufacture of 
cities, instead of being the effect, have been the cause and occasion 
of the improvement of the country ” (Ed. Cannan, I. 390). 
History compels him to this conclusion; yet at least he must 
allow himself to tell the social cost — ^no free proprietors to cultivate 
by happy industry the land they own and know, but primo- 
geniture, entails, land monopoly and landlordism. What a Bol- 
shevik this Scotsman is t But in the next paragraph comes the 
Charter of Empire, which Sir Charles Lucas selects for his opening. 

“ England, on account of the natural fertility of the soil, 
of the great extent of the sea-coast in proportion to that of 
the whole country, and of the many navigable rivers which 
run through it, and afford the conveniency of water carriage 
to some of the most inland parts of it, is perhaps as well 
fitted by nature as any large country in Europe to be the 
seat of foreign commerce, of manufactures for distant sale, 
and of all the improvements which these can occasion ” 
(1. 391). 

A country this whose future is on the water. A country of inland 
ship canals, an emporium of world trade, a maker of cotton shirts 
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for Indian backs, rich in city mansions and country estates 
begotten by the profits of foreign trade ! And Nature has no 
great quarrel cither. “ Perhaps as well fitted by nature as 
any ” — a folly, certainly, but a folly as worth while as anything 
ever in this pretentious world. This is Book III, but the truth 
of empire haunts him to the end ; and he closes the final Book V 
saying, Let England throw over empire, if she dare, and ‘‘ en- 
deavour to accommodate her future views and designs to the 
real mediocrity of her circumstances ” (II. 433). The least of 
little Englanders could not take up such a challenge. All that 
they could do — and they did it for the best part of a century — 
was to forget their Adam Smith. 

There is in Book III a curious thought which one hardly 
knows whether to call a repeated superstition or a genuine belief. 
After discussing the slow progress of agriculture since the time 
of Elizabeth, despite the encouragement given to it by the State, 
he observes, “ It is now more than two hundred years since the 
beginning of the reign of Elizabeth, a period as long as the course 
of human prosperity usually endures (I. 392). Why two 
hundred years ? Is this an3rthing more than medisoval astrology, 
deriving perhaps from Babylon? But the notion indicates his 
view of society. Society progresses, but the torch is passed from 
one nation to another (Machiavelli in his Discourses talks tliis 
way). Some nations are young and poor, but “ evidently 
improving ” — his own country of Scotland. Others are rich and 
advancing more rapidly — the sister kingdom of England. Others 
though rich are slipping backwards — France, perhaps (I. 92-3). 
As for the East ; China, “ one of the richest, that is, one of the 
most fertile, best cultivated, most industrious, and most populous 
countries in the world ” (I. 73), has long been stationary. India, 
under the domineering oppression of the East India Company, 
finds the funds for the maintenance of its labour “ fast decaying ” 
(I. 75). Both have reached and passed their full complement of 
riches. It would seem that Adam Smith was a fatalist about 
nations, and yet, as to individuals, sceptical of the natural 
differences between one man and another, and altogether hostile 
to the view that slavery at any time or in any place is economic- 
«ally advantageous. Upon the former ho says, “ The difference 
of natural talents in different men is, in reality, much less than 
we are aware of ** (I. 17). Upon the latter, “ The experience of 
all ages and nations, I believe, demonstrates that the work done 
by slaves, though it appears to cost only their maintenance, is 
in the end the dearest of any ” (1. 365). His is a doctrine of 
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hope for the individual and doom for the nation. But for island 
Britain, was there not a way of escape in Empire? He bars 
this way too. “ Though empires, like all the other works of 
men, have all hitherto proved mortal, yet every empire aims at 
immortality ” (II. 314). He pronounces the doom in a sub- 
ordinate sentence, as if it were something that called for no 
proof. He is determined that the group shall not inherit the 
earth. For groups of the company order, of course he had no 
love ; for nations and empires, not much. He scolded ordinary 
men for their overweening conceit in their abilities, their absurd 
presumption in their good fortune (I. 100), but this was not to 
exalt the State at their expense. To the nation he allowed two 
hundred years of prosperity, to an empire the hope of immor- 
tality with the certainty of death. To him, indeed, the enduring 
reality was not the patriot State, but the individuals in the 
population from A to Z. He was blind to the England of Shake- 
speare’s delight, the mythical entity which we address as She. 
Thinking th\is of nation and state he bent himself to a policy 
of opulence, of plenty for all rather than of power wielded by 
some, perhaps by one. It would be false to say that ho missed 
the distinction between riches and power. “ The riches, and so 
far as power depends upon riches . . .” (I. 351), he writes in 
one place; and to repeat it for the thousandth time, he con- 
ceded that defence ‘‘ is of much more imiDortance than opulence 
(I. 429). Nevertheless, a system of national economy, such as 
Friedrich List expounded, could have no appeal for him. This 
would be to follow false gods, as impious as putting production 
before consumption in the purpose of ])olitical economy. Power 
and production are means to the end, to the well-being of those 
who compose the nation. 

If wo derived our Adam Smith from excerpt, we might at 
this point build a fantasy. An economics of opulence is static ; 
an economics of power dynamic. The one exists to consume, 
accepting the travail of the nation as the order of God ; the 
other struggles for life, consuming that it may produce the more 
and thus rise to heroic stature. The one is of Adam Smith; 
the other is of List and the numerous band before or after him 
who thought as ho did. But this is to miss Adam Smith’s key 
to himself. His prodigious feat was to take over a theory of 
dynamic growth from the panoply of force and apply it to well- 
being. Before him power was dynamic, driven home by sword 
and shot. He taught the nations to find it in the peaceful act 
of getting a living, in the making of pins and \vatches. in butcher- 
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ing, brewing and the like. Viewed historically, this change was 
a revolution of the greatest importance to the public happi- 
ness ” (I. 389) ; and accomplished by an impish trick. For what 
did the lords of feudalism abandon their retinues of land pirates ? 
For a pair of diamond buckles perhaps. So long as they con- 
sumed their rents in kind they shared them with a thousand 
mouths, but when Commerce came with manufactured goods, 
they exacted rent in money and spent it on something which 
would be all their own — “ in the wantonness of plenty for trinkets 
and baubles ” (I. 389). They were in this, as in many other 
cases, led by an Invisible Jade. 

Adam Smith lived late enough to know the significance of the 
East to the West; the one active, the other passive; the one 
rich per head and growing richer, even to the intoxicating brim 
of North America, where widows were “ courted as a sort of 
fortune ” (I. 72), and population doubled itself in twenty or 
twenty-five years; the other silent and sated, a storehouse of 
jewels and dead dogs, of jewels for the arms of the grandees 
and dead dogs for the maws of the poor. What had the East 
done to deserve it? Two things; they had bred after their 
kind and turned away from the sea, China, Ancient Egypt and 
Indostan alike. “ They do not appear to have been eminent 
for foreign trade. The antient Egyptians had a superstitious 
antipathy to the sea; a superstition nearly of the same kind 
prevails among the Indians ; and the Chinese have never excelled 
in foreign commerce ” (I. 347). They farmed well, they manu- 
factured well, but they did not carry. Could they have gone on 
to this last, completing thus the sequence of nature? But at 
this point the astrologer comes forth again. “ The course of 
human prosperity, indeed, seems scarce ever to have been of so 
long continuance as to enable any great country to acquire 
capital sufficient for all those three purposes (I. 347). How 
maddening for the astrologer that he must die before ho saw the 
issue of America, which alone was following Nature’s way ! But 
perhaps as well ; for he would have been constrained to register 
just one more triumph of artifice over Nature. “ Were the 
Americans to stop the importation of European manufactures . . . 
they would retard instead of accelerating the further increase in 
the value of their annual produce, and would obstruct instead 
of promoting the progress of their country towards real wealth 
and greatness ” (I. 346-7). Tell that to the Republican Marines ! 
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II 

Adam Smith, as we never tire of reminding the student, was 
philosopher first and economist second ; the author of the Thecyry 
of Moral Sentiments in 1759 and of the Wealth of Nations in 1776. 
Yet the former is illuminating in part because of its essential 
inferiority to the latter. It moves smoothly over the surface 
of moral feelings in more than fifty small chapters. It is proper, 
indeed delicate, but it would read almost as convincingly from 
Chapter Fifty back to Chapter One. He never rides the cen- 
turies, and his examples are commonplace. Above all there is 
no crescendo in it ; whereas the Wealth of Nations abounds in 
energy and purpose. The Leit-motif of the latter offends some. 
Buskin could not stomach its psychology of self-interest, but of 
its drive and cumulative power there is no doubt. Two examples 
may be given of this from the field of theory, the one to illustrate 
the subtlety of his analysis, the other his impetuous realism. 

Though he does not use the terms increasing, constant and 
diminishing returns, he thought in these three categories. The 
products of manufacture, by reason of the division of labour, 
he argues, increase in a much greater proportion than the numbers 
employed (I. 165). Elsewhere he stresses the importance of 
capital to the productivity of labour, and just stops short of 
saying that increase in the scale of production decreases unit 
cost. What holds of manufacture holds also of agriculture, but 
much less so, so that the superiority of produce consequent 
upon improvement is seldom much more than in proportion to 
the superiority of labour and expense (I. 8). Under constant 
returns he sets carpenters and joiners work, where the necessary 
rise in the real price of raw material counterbalances, or rather 
overbalances, the improvement in execution ^ (I. 242). The rude 
material in question is timber, “ barren ” timber, not planted by 
man. What remains for diminishing returns ? Or, in his 
language, what are the sorts of produce whose real price naturally 
rises with the progress of improvement ? 

(1) Bare wild-fowl whose price is only limited by the 
intensity of luxurious demand. 

(2) Cattle and animal products. Cattle, he conceives, as 
passing from primitive abundance to the status of produced 
commodities till they acquire a cost parallel to that of corn. 

' Marshall, Principles, p. 319, gives other examples (flour and blankets). 
Examples can only indicate rough constancy; and in the more or less of this 
Adam Smith’s emphasis is on the less, Marshall’s on the more. 
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lie carries the sequence of animal husbandry up to the 
point at which it becomes an item in mixed farming ; leaving 
us to infer that thereafter it will follow the course of agri- 
culture in general — slightly inereasing return. 

(3) Certain articles in which the efficacy of labour in 
augmenting the quantity is either limited or arbitrary — such 
as wool and hides, being “ side products ; fish, which rises 
in cost as near-by grounds are depleted; minerals, and in 
particular the precious metals, whose real value is likely to 
rise as society accumulates surplus subsistence. 

All this is very subtle and intensely relevant. Adam Smith 
alwa3's generalises from fact. Ho is interested, not in what 
would haj^pen if there were no improvements in agriculture, but 
what does happen in the course of improvement. And not having 
tilted against a bogey, he warns of a real danger, the exhaustion 
of natural resources of virgin timber and fish. Move him in the 
century and a half from the age of laissez-faire to the age of 
rationalisation and ho becomes honorary president of the Con- 
servation Coiiiniission. He was appropriate to Britain in 177(5, 
both in analysis and policy. He is appropriate in analysis to the 
North America of to-day. G ^ ^ 

In wages Adam Smith is the realist. Without being under 
any illusion about the danger of surplus population, he rejoices 
in the liberal reward of labour. To complain of it, he mys, is to 
“ lament over the necessary effect and cause of the greatest 
public prosperity ” (I. 83). “ It is but equity, besides, that they 

who feed, cloath and lodge the whole body of the people should 
have such a share of the produce of their own labour as to be 
themselves tolerably well-fed, cloathed and lodged (I. 80). It 
is a necessary effect, he holds, because a nation increasing in 
wealth has a stronger demand for labour. It is not the actual 
greatness of national wealth, but its continual increase, which 
occasions a rise in the wages of labour ’’ (I. 71). Labour’s chance 
comes in the Dynamic State. 

But how did lie guard against the objection that people would 
react to the increase of wealth by breeding up to its limit ? His 
retort is : Look around you. Wages are “ nowhere in this 
country regulated by the lowest rate which is consistent with 
common humanity ** (I. 75). Population will only grow within 
its customary standards, and in England this standard is accus- 
tomed to rise. Not only does he evade thus the Malthusian 
impasse, but he drives right through the sanctities of the Wage 
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Fund Doctrine. “The workmen desire to get as much, the 
masters to give as little as possible “ (I. 68). The fight is real, 
either may win. Such an emphasis was offensive to the belief 
that what the master can pay, competition will cause him to 
pay — ^that, no less and no more. It is not surprising, therefore, 
that James Mill advised his much-enduring son John Stuart to 
turn to the clearer light of Ricardo. Hero there are no relatives. 
Growth is immobilised, change is rigid and formal. If A, then B. 
Stoke up the human furnace and the engine will do its work. 
So much food in, so much energy out. It is an equation and 
cannot be otherwise. Nevertheless, it is absolutism to which 
the workers of industrialism have refused to bow the knee, 
Adam Smith abetting. They strive always to broaden the 
fringe of optional expenditure which lifts existence into civilised 
life. 


Ill 

The proportions, no less than the matter, of the final Book V 
are peculiar. Its three chapters comprise three-eighths of the 
whole work. The middle chapter, Sources of Revenue, is straight 
economics, a study of the nature and incidence of taxation. 
The closing chapter is economic history plus political warning. 
But the first, the Expences of the Sovereign or Commonwealth, 
is a showcase for the exposition of Adam Smithes views on 
religion, education, philosophy and war. It is not a study of 
public administration, although, of course, he has to say what 
the State should do or not do, and it is noteworthy that this 
champion of laissez-faire declares for education by the State, if 
need be at the Spate’s expense, and especially for the education 
of the common people. For “ the state of the society in the 
progress of the division of labour brings the great body of the 
people to corruption and degeneracy. It stands in danger of 
committing “ mental mutilation “ (II. 272). Therefore he extols 
the parish schools of Scotland, which had taught “ almost the 
whole common people to read and a very great proportion of 
them to write and account ” (II. 270) ; and gives honourable 
mention to the charity schools of England, which, however, were 
not of universal establishment. Ho is altogether a democrat in 
demanding education at all, but ho inserts his individualism by 
pleading for competition and fees — ^not only because people value 
what they pay for, but because competition is stimulating and 
payment by results makes competition sure. If education is not 
forthcoming by voluntary effort, the State must step in ; and its 
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participation ia justified as compensation for that mutilation of 
mind which the economic order entails. 

Arriving by this oblique, yet characteristic, route within the 
shrine, with one eye, so to say, on the purse and the other on the 
purpose, he bursts into a generous appreciation of youth, of 
those who live still in the season of gaiety, as he terms it in 
Chapter V of the Moral Sentiments. Remembering his parting 
triumph at Glasgow, when grateful students thrust their fees 
upon him, he declares : 

Such is the generosity of the greater part of young men, 
that, so far from being disposed to neglect or despise the 
instructions of their master, provided he shows Some serious 
intention of being of use to them, they are generally inclined 
to pardon a great deal of incorrectness in the performance 
of this duty, and sometimes even to conceal from the public 
a good deal of gross negligence ” (II. 253). 

Was ever the partnership between teacher and taught more 
cunningly proclaimed ? 

But inside the shrine he is the same man as without. He 
carries liberty into the central chamber, where education and 
religion meet. And the sacredness of liberty to him explains 
why, unless there be no other way, he is disinclined to the pro- 
vision of education by an external body. For then it will be 
under the control of a body corporate, the governor of the 
province or perhaps some minister of the State. “ An extraneous 
jurisdiction of this kind ... is liable to be exercised both 
ignorantly and capriciously. . . . From the insolence of office 
too they are frequently indifferent how they exercise it, and are 
very apt to censure or deprive him of his office wantonly, and 
without any just cause (II. 251). There are university towns 
of the New World which have not Adam Smith for their patron 
saint. 

That which we find it hardest to forgive in him is his cynical 
emphasis on the generality of self-interest. Why must the 
teacher be paid by results ? Because it is the interest of every 
man to live as much at his ease as he can ... at least as interest 
is vulgarly understood (II. 250). And why did Pennsylvania 
liberate its slaves ? Because they were few. “ Had they made 
any considerable part of their property, such a resolution could 
never have been agreed to ’’ (I. 365). We can, of course, make 
excuses for him. Self-interest to be rational must be enlightened ; 
therefore education. Liberty goes with justice, and both rest 
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on the bosom of natural right, as in the frequent phrase, “ evident 
violation of natural liberty and justice.” And at any rate by 
him the obsession was applied to worthy ends. Perhaps it is 
fairest to take our stand outside the age and the man, and to 
regard him as a landmark in the accomplishment of Time. 
First the group intolerances of mediaBvalism, with its mystical 
enthusiasms, so distasteful to him; then by recoil, liberty — 
liberty for the individual, and therefore liberty for the society, 
he fondly hoped; finally, the synthesis which wo in our day 
endeavour to make, the humane control of liberated life. 

It is with diffidence that one differs from the modern editor 
of Adam Smith. Edwin Cannan writes : 

“ It is clear from the passage at Vol. IT. p. 177, that 
Smith regarded the title ‘ An Inquiry into the Nature and 
Causes of the Wealth of Nations ’ as a synonym for ‘ political 
oeconomy; and it seems perhaps a little surprising that he 
did not call his book ‘ Political Qilconomy ’ or ‘ Principles 
of Political (Economy.’ But we must remember that the 
term was still in 1776 a very new one, and that it had been 
used in the title of Sir James Steuart’s great book, An 
Inquiry into the Principles of Political (Economy : being an 
Essay on the Science of Domestic Policy in Free Nations, 
which was published in 1767. Nowadays, of course, no 
author has any special claim to exclusive use of the title. 
We should as soon think of claiming copyright for the title 
‘ Arithmetic ’ or ‘ Elements of Geology ’ as for ‘ Principles 
of Political Economy.’ But in 1776 Adam Smith may well 
have refrained from using it simply because it had been used 
by Steuart nine years before, especially considering the fact 
that the Wealth of Nations was to be brought out by the 
publishers who had brought out Steuart’s book.” ^ 

The passage in question runs, “ This sect [^c. the Physiocrats] in 
their works, whicli are very numerous, and which treat not only 
of what is properly called Political (Economy, or of the nature 
and causes of the wealth of nations, but of every other branch 
of the system of civil government, all follow implicitly, and 
without any sensible variation, the doctrine of Mr. Quesnai.” 

Now modem treatises take indifferently the title of Prin- 
ciples of Political Economy, Principles of Economics, Wealth 
and Welfare, Wealth, but they could not add the words “ of 
Nations ” without suggesting an angle which they do not design. 

1 Editor’s Introduction, xvill. 

No. 167.— VOL. XL. 
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But to Adam Smith it was proper. It is not of a nation but of 
nations that he writes. If he had concerned himself with Britain 
only, with an occasional allusion to other lands, he could not 
have given us a dynamics of national growth, with a theory of 
wealth inset. And this is what he does, yet without emasculating 
himself in a cosmopolitan man. He '' goes along with ” each nation 
in turn, to use his own phrase. Being the national of a country 
which was the scat of an empire, he understood imperialism, and 
happening to approve of it he was an imperialist, but on the 
condition that empire did not run counter to liberty. Therefore 
he pleaded with passion for the representation of the colonies in 
the parliament of Great Britain. Are we seriously to contend 
that an artist of Adam Smith’s calibre desisted from naming it 
“ Principles of Political Economy ” merely because Sir James 
Steuart had occupied the title ? Surely not. Steuart’s sub-title 
was eclectic : “ being an Essay on the Science of Domestic Policy 
in Free Nations.” Adam Smith’s design, however, was embracing, 
a science of foreign and domestic policy in nations free and 
unfree, from Ancient Romo to Modern Britain. And thus de- 
signing he set his political economy in a pageant of the ages. 
An Inquiry into the Nature and Causes of the Wealth of Nations, by 
Adam Smith. So it runs, so it had to run, his editor notwith- 
standing. 


C. R. Fay 



THE COAL BILL AND THE CARTEL 

Anyone who recalls the conclusions of the two Royal Com- 
missions on the Coal Industry must find it difficult to explain the 
origin of the Bill presented in 1929 for the reorganisation of its 
working methods. The Bill had no apparent relation to any of 
the conclusions which wore reached in any of the four Reports 
which these Commissions presented. It is true that the second 
Part of the Act of 1920, which endeavoured to give effect to the 
suggestions of the Sankey Commission for bringing labour into 
connection with management, had broken down ; but even so, the 
position of these suggestions was changed when it was proposed 
to make a compulsory reorganisation of the government of the 
industry. It was scarcely to bo expected that a Socialist Govern- 
ment would then consent to the complete disregard of Lord 
Sankey’s emphatic conclusion that it was time to make use in 
administration of the experience of the labour side. Neither of 
the Commissions had given any authority for the idea of enacting 
the system of organised restriction of output by local producers’ 
Cartels. The Samuel Commission recommended co-operation in 
selling arrangements, and the Act of 1926 enabled such arrange- 
ments to be carried through as “ partial absorptions.” But it is 
quite a different thing to make legally binding the system of 
output restriction. The difference between these ideas appears 
clearly in the law of, for instance, the United States, where it is 
forbidden to agree on organised restrictions or minimum prices, 
while the simple organisation of sales is not forbidden. 

The Sankey Commission debated in its evidence, especially 
that of Sir Richard Rcdmayne, the issue between what one side 
imjfiied to be the Giant Sloth of nationalisation, and what were 
called by the other side the “ Black Tigers ” of capitalist com- 
binations. Even if the tigers were to have their claws cut, as 
Redmayne thought possible, by the provision of controls over 
producers’ amalgamations or associations, the debate went 
against this solution, and oven against the Duckham scheme for 
controlling the profits of largo producers’ unions. It was the 
opinion of Redmayne that the German Cartel had worked 
successfully ; but two members of the Government responsible for 

the Bill of 1929 took at that time the “ black tiger ” view of such 
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schemes. The change in view is the more remarkable as a 
“ clause to cut claws ** appears in the Bill only to the extent that 
the Cartel schemes must be approved by the Board of Trade, 
which could also dissolve them on complaint. But the Board 
had to approve schemes whose content was the organised 
restriction of output on the Cartel plan. 

The proposals of the Bill appear to have been occasioned by 
the Report of the Committee on Co-operative Selling in Coal, 
presented in 1926. This Committee took a wide view of what 
such co-operation implied, and was evidently impressed by the 
operation of the Westphalian Cartel, which, in its view, “ from its 
inception in 1893, has served the Ruhr coal industry well. . . . 
Under its regime, coal-mining in the Ruhr and the coal export 
trade have developed rapidly and fairly evenly. Inland prices 
liave been steadied against the effect of trade booms and slumps, 
and more regular working of the mines has been secured. . . . 
The development of the industry has been regulated to its own 
advantage, and generally speaking to the benefit of German 
industry.” The elements of instability in the system were, in the 
Committee’s view, removed by the legislation of 1919, which made 
the Cartel system compulsory, thus doing away with outsiders, 
and the fighting policies which their presence occasioned. The 
Committee went still further, and argued that in this country 
“ industries which already have such organisations, and mono- 
polistic combines generally, have shown sufficient commercial 
vision to maintain a reasonable balance between the selling prices 
which it is in their power to charge and the selling prices which they 
actually do charge. . . . There are worse evils than a monopoly.” 
When district organisations were in mutual competition the 
danger was still less to be feared. And, to speak generally, they 
held that combination was at any rate a policy, where otherwise 
there was none. They thought that the law on restraint of trade 
should be cleared up, so as to remove uncertainty in the status of 
such combines; and of course this is done to a considerable 
degree when the standard Cartel methods are compulsorily 
enacted. 

In view of the findings of the Committee on Trusts of 1919, the 
special inquiries under the Profiteering Act, about twenty in 
number, and other important unofficial inquiries since the War, 
this conclusion was remarkable. To take only one instance, a 
Joint Inquiry into foreign competition and conditions in the 
Shipbuilding industry reported in 1926 that “in view of the 
extent to which high prices of materials are prejudicing the total 
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costs of shipbuilding, we agree to ask the Board of Trade to 
investigate the operations of rings and price-fixing associations 
in the supply of these materials, with a view to bringing relief to 
shipbuilding.” The Selling Agencies Committee did not consider 
the rationalisation of competition by anything short of the full 
Cartel method. In America, where this method is illegal, the 
result has been to cause producers to develop the Trade Association 
to its fullest extent, so that, partly by private arrangement, partly 
with the assistance of the Federal Trade Commission, a sort of 
law merchant or code of competitive regulation has been created 
in many industries.^ Everything which mutuality, in the form of 
publicity between competitors, can do is thrown into the balance 
against risk, so that the Trade Association has become a new 
factor in the argument. But the Coal Committee went straight 
for the stronger organisation as exemplified in Westphalia, and 
appended an account of the Cartel. This appears to be the 
origin of the Bill of 1929, where bare outlines are similar to the 
later German development of central and local Cartels under public 
compulsion and supervision. 

On the other hand, the occasion for a particular regulative 
proposal is not the cause of the industry having been due for 
regulation in the public interest. The particular phase at the time 
of the Sankey Commission was the relation of labour to control ; 
later, it was the earning power of the industry as a whole. But 
behind these phases there may be simply the fact that coal is 
fundamental to national economy, and to our foreign trade, and 
has unusual political infiuence, and has ” ripened ” to the point 
of a national regulation. In that case, legislation occasioned by 
a particular phase has still to take account of all the causes of 
trouble; whereas the Coal Bill appears to have forgotten the 
problems of 1920, and to be legislating for only one thing, though 
the ideas of 1920 are more valid in the compulsory organisation 
now proposed than they were as part of the settlement in the 
Act of that year. The German legislation, which was also the 
substitute for complete nationalisation, aimed at allowing for all 
the issues, not of economic prices only, but of the relations of the 
various interests in the internal control. This is discussed later. 

Before doing so, there is one respect in which the scheme is 
related to general industrial conditions so as to cause some 
misgiving. The Board of Trade is made finally responsible for 
the approval of the schemes of district and central Cartels. The 

* Report of the National Industrial Conference Board on Trade Associations : 
New York, 1923. 
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Committee on Selling Agencies appears to have realised that the 
law of restraint of trade would require reconsideration. Wc have 
only the Common Law, which has reached, through about a dozen 
leading cases, the position that agreements in restraint of trade are 
not illegal, if they arc reasonable as between the parties,’’ but 
that they cannot be enforced in invitim. There is a vaguer 
margin of reference to the public interest, to which it is at one time 
said that the law “ looks jealously,” while in another decision it 
is held that ‘'the onus of showing that any contract is calculated 
to produce a mono2)oly or enhance prices to an unreasonable 
extent will lie on the party alleging it, and, if once the Court is 
satisfied that the restraint is reasonable as between the parties, 
this onus will be no light one.” In yet other cases it is i^inted 
out that the Common Law cannot be expected to keep up with 
Political Econonw, or to argue on economic consequences. In 
these doubtful conditions, the existence of a law enforcing Cartel 
policy with organised restriction of output must, it would seem, 
increase those tendencies of the Common Law to which criticism 
\vas directed in the Macdonell memorandum of the Committee on 
Trusts, and to cause legal action to be even less frequent or effective 
against the unascertained amount of restraint of trade which is 
discussed in many recent findings. The chief result of these 
discussions has been the suggestion that the Board of Trade should 
have the right to obtain information, conduct inquiry, and lay the 
conclusions before some sort of tribunal. But if, in the most 
fundamental manufacturing industry, the Board is responsible for 
agreements, to w^hich all producers must adhere, and which must 
include the quota system of adjusting output, its position as an 
investigating and reporting authority is liable to bo prejudiced 
for the purpose of a general control over industrial combinations. 
In other words, a more definite general policy is required, to 
prevent this special policy from having harmful reactions. In 
Germany the position is different, because all Cartels are subject 
to a special tribunal, from whose jurisdiction the Coal Industry is 
withdrawn for special regulation. There, also, the Coal Cartel 
had been at work for thirty years, and could not, in a time of great 
unsettlement, be allowed to break down. It is a different thing, 
in the present condition of our law and our discussions on mono- 
polist bodies, definitely to select this method and standardise it 
by explicit approval. 

This is perhaps a good reason for proceeding first by creating 
amalgamations. It is American policy to allow this, subject to 
control of misuse of economic power in the stifling of competition, 
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and to prevent large enterprisiea from making restrictive agree- 
ments. In this country, the organisation may come out to the 
same result by whichever method we start. Amalgamations 
prepare the way for Cartel agreements; history shows that 
Cartels with movable quotas tend to ereate fusions of interests. 
We may never proceed to deal with monopolist questions at all, 
relying on Free Trade, but it is repeatedly suggested that wo 
ought to, especially if they are strong enough to over-reach any 
free trade policy by private international agreements. Perhaps 
monopolist leglislation is mostly fuss, and the Common Law is 
good enough, and we have to rationalise. But this is not what 
any inquiry into the matter has concluded, and in going about 
rationalisation it is better to be free afterwards to deal with 
restraint of trade, especially in coal. For that purpose we are 
better placed in creating amalgamations, whose future agreements 
can then be considered, than in allowing them to develop within 
the ambit of the restriction system. This question is academic 
only if we wish to get out of the present difficulties somehow. 
The next phase of rationalisation may have something to do with 
the proper expansion of output. 

The priority of amalgamation is also said to have the 
advantage of preventing the vested interest of the quota, and sales 
at inflated values. There is not much in this, because, if the 
industry is going to be placed on a better earning basis, whether 
by amalgamations alone, or by amalgamations concurrent wdth a 
Cartel, it is impossible to avoid that expectation entering into the 
valuations of mines. Either quotas or capitalisations would have 
to take account of that, and in that light a fair quota is as possible 
a proposition as a fair capitilisation. 

To turn now to the nature of the Cartel scheme w’hich was 
proposed. It w’^as only the outline of the German system which 
was borrowed — the administration of local Cartels, with a central 
Cartel and a resort to public intervention in reserve. These 
Cartels wrere to be purely owners’ administrations. The control 
of the consumers’ and workers’ representatives was to come 
from outside the administrative system, by a parallel system of 
investigating Committees. Any complaint, and therefore a com- 
plaint about prices, could by this method reach the Board of 
Trade. There had to be some system of arbitration as between 
owners. A number of details were not filled in, such as the exact 
relation of the central Council to the local Boards. But a great 
deal was notably omitted in the Bill, which belongs to what in 
Germany is considered to be an adequate substitute for nationalisa- 
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tion, in the way of including within a single system of interlocked 
administration all the interests which may claim to be represented 
in the public regulation of an industry. In what follows, an 
authoritative commentary on the German Coal Law of 1919 is 
used to show its present operation. 

The Coal Council has to issue rules for the industry in the 
interest of producers, consumers and the nation, and it is repre- 
sentative of all these interests. Half its sixty members represent 
employers and employed in coal-mines, in equal parts ; and the 
rest are representative of the coal-using industries, the traders, 
the small consumers, the States, and other various interests. Its 
responsibility is shown by the admission of its members dutch 
handschlag. It issues both general and particular orders to the 
administrative bodies, approves their constitution, and is the last 
place of appeal for complaints against regulations in a local Cartel 
or in the Coal Union. It has a complete right to obtain information 
from any branch of the trade, with due regard to technical secrecy. 
It can regulate the amount of import and export. It has now 
obtained a modification of the original law, which gives it a 
control over prices not at first conceded to it ; its chief Committee 
can participate in the price deliberations of the Coal Union, and 
no price can be fixed if a majority of that Committee does not 
concur. Of course, it has nothing to do with wages. The 
representatives of employees, consumers, and officials on the 
Coal Union and the local Cartels are chosen from lists drawn up 
by the corresponding sections of its members. It can, in fact, do 
everything except carry on the industry itself, for it has not legal 
personality. Its costs are borne by the Coal Union. The 
Minister for Economic Affairs has the right to be represented at 
all its meetings, and can prevent it from acting unconstitutionally, 
but he cannot dissolve it. There are monetary penalties for 
disregard of its orders. 

The Coal Union is simply a Cartel chosen out of the local 
Cartels, with representation on an output basis. It has to 
administer the industry within the rules of the Council, and to 
supervise the local conditions of sale and delivery. But it is not 
merely a producers’ Cartel. Its supervisory body must include 
three employees’ representatives, one representative of con- 
sumers, and one of the technical staff. Among its main 
administrative functions are detailed regulations for the uni- 
formity of price discounts and terms of delivery, for own con- 
sumption by mixed undertakings, and for the points of delivery 
to which wholesale prices refer. In practice, it is the price- 
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fixing body for all the districts of Germany. And it is the first 
place of appeal by members of Cartels against the Cartel adminis- 
tration of the quota system and particular exemptions. From its 
own rules on these matters, either Cartels or their members may 
appeal to the Coal Council, while minorities of its members may 
also appeal to the Council against the making of its rules. Resort 
to the ordinary Courts is forbidden. 

The inclusiveness of the appeal system, and of interests in the 
government, is continued down to the local Cartels. Consumers 
have their control over prices on the Union, but the Cartels must 
admit to both their managing and supervising bodies repre- 
sentatives of employees. This supplements on the whole Cartel 
the Works Councils Act for individual concerns. But in the 
management and supervision of the Cartel, the employees’ 
representatives sit with full powers and, since wage regulation is 
outside this system, they are supposed to regard their nomination 
as carrying a responsibility for the whole industry, not for any 
section of it. 

This tripartite system is finally tied together by the pow’^ers of 
the Minister, who can require information from all organisations 
and persons in the industry, and who has the right to be repre- 
sented at all meetings of the Council, the Union, and the Cartels. 
His representative can hold up any decisions which exceed legal 
powers or endanger the common good. He has himself the final 
word on prices, and on the rules for import and export which are 
made by the Council. 

In view of the simplicity of the proposals for price regulation 
in the English Bill, it may be of interest to set out the whole 
apparatus of price control in Germany, which is extremely far- 
reaching. Each Cartel discusses its prices in full meeting, 
amalgamation having reduced the membership to numbers suitable 
for such discussion. Voting being by output, the first control is 
that the stronger concerns have, in the Ruhr Ciirtel at any rate, 
usually preferred business to large restrictions at high prices ; 
this depends on the fact that the quota is not only a right but an 
obligation to deliver, and can be revised. Of course, this protec- 
tion of the consumer is only a relative one, since, when the quota 
system has operated for a long time, and prices are manipulated 
with a view to stability, a conjuncture is created to which the 
Cartels are adapted because they have created it, and it becomes 
difficult to say that the prices correspond to full possibilities of 
demand. The Minister’s representative appears also to have a 
right to delay excessive price proposals on Cartels. Again, the 
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working of the sales system gives each member of the Cartel an 
interest in all the prices, not only in his own. With the exception 
of quite local sales, all home sales are made through the Cartel for 
account of each member, and he is credited with the accounting 
price. But he is debited with a tonnage levy, not only for the 
expenses of the selling agency, but also for all losses on home sales 
incurred by that agency. If any prices are too high, that will 
come back on sellers generally, and on that ground adjustments 
are made on a monthly basis of reckoning, within the maxima 
fixed by the Coal Union. 

Prices are proposed to the Coal Union by the separate Cartels. 
It is in practice the Union which fixes them as maxima and 
announces them. It does not usually have to exercise a co- 
ordinating function, because the proposals sent up to it liave 
already taken account of the competitive relations within Ger- 
many of the Cartels. The Coal Union does not exercise its right 
to fix sales areas or quotas for the Cartels. Prices are fixed by 
the Union as at certain points of delivcr^^ — works, transfer points, 
or storage points — though to get coal to these points any Cartel 
may bear any loss it likes ; from these points freight charges must 
be added. To prevent excessive handling charges by dealers, 
both the Council and the Union are bound to declare the conditions 
under which a consumer who buys a wagon -load of 15 tons at a 
time can obtain it direct from wholesale points of supply. As 
this obviously applies to co-operative societies, and as the law 
requires that such societies shall be treated on the same basis as 
other traders, anyone who believes handling charges to be excessive 
will escape from them by joining a co-operative body, though he 
has also his own remedy if his purchases are large enough. The 
wholesale price decisions are subject on the Union to control by 
representatives of consumers and the Minister, and by the inter- 
vention of the Committee of the Coal Council in price decisions. 
This is not the end of the question, because the Minister can 
exercise his own control in more than one way. The German 
States are represented on the Committee of the Reichsrat on Trade 
and Commerce, and can there draw the attention of the Minister 
to the level of coal prices. Or in his official capacity, through his 
representatives at meetings, he can delay price changes ; or on his 
own initiative reduce them. In any case, he has to hear what the 
Union and Council have to say. It is not to bo supposed that all 
this system is always at work ; the Coal Union practically sets the 
prices, knowing what the control is. A maximum fine of 100,000 
marks can bo imposed for exceeding the fixed prices. 
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The retail trade is also regulated. Communities of 10,000 
inhabitants, or groups of communities, have the right to set up 
agencies in their areas, and to fix retail prices, for exceeding 
which penalties can be exacted; a right which lapses if the 
Minister uses the powers given to him to set up district offices for 
the same purpose, or if the States, with his consent, do so. 

Besides the level of prices, there is a certain control over 
their uniformity. For example, the Coal Council is expressly 
empowered to compel buyers whose demand is irregular to take or 
increase their supplies in the summer months, when trade is 
otherwise slack. The price proposals made by the Ruhr S3mdicate, 
whose influence is predominant, have always hean ostensibly based 
on the idea that the conjuncture was thereby to be controlled and 
not merely followed ; and the facts show that its prices had for 
twenty years varied much less than English prices. It did not 
put them up so fast, and it held them up when the market was 
falling. The instrumental use of the price of a fundamental 
requisite of production is, however, not so simple as this. In this 
country, the function has usually been ascribed to the price of 
money. But the control of the conjuncture in this way implies 
at least the threat that this price shall go up ahead of the rise of 
other prices ; and to keep the price of coal down in these con- 
ditions does not obviously" control a boom. The transfer of this 
function to the price of a commodity" ma^^ however, be effective 
if, with a moderate rise of price, long contracts are enforced. 
Price uniformity is also souglit to be obtained b}' the power of the 
Coal Council to order a change in the percentage of output which 
mixed works can retain for their own consumption ; in time of 
scarcity' this ma^" be reduced, so that more coal is marketed by the 
Cartel. This, however, only affects the channels of supply; the 
demand of the mixed works remains, though they buy more from 
the Cartel. Finally, as between consumers, the right of own 
consumption docs not nccessarily^ create the difference usually 
ascribed to it as a merit, in encouraging the integration of 
businesses, by giving them coal at cost. Anyone who buys a 
mine in a Cartel can only so so on terms which capitalise the 
advantages of that position. 

The foreign trade in coal is subject in Germany to rules of the 
Coal Council, which can impose limitations, the Coal Union being 
competent to discuss the question and make proposals to the 
Council. Limitations of import must have the approval of the 
Minister. As regards export policy and prices, this appears now 
to work through the provision that the Council has to approve the 
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rules of the Cartels, the rule in the Ruhr Cartel being a division of 
the quota into two parts, of which one may be sold abroad. 
Producers may sell to that extent freely abroad, or they may sell 
abroad through their Cartel; there is some competition abroad 
with the Cartel by its members, though the Cartel has a priority 
claim on certain large dealers. 

This system is not given as an example to follow in all its 
aspects, but rather as showing what has been the development of 
compulsory Cartels, when their privileges have to be combined 
with regulations for the common good. The English Bill was 
by comparison a simple proposal, though, as has been said, it 
will probably load to more complete Cartcllisation between larger 
units. As a matter of organisation, and especially for the sake of 
effective international agreements, sales may later bo taken over 
by the English Cartels from their members. These Cartels are 
not likely to remain merely price and quota arrangements, as 
producers become larger and fewer. Then the system of arranging 
for the checks on policy by committees of investigation, standing 
outside the administration, will become less organic, and there is 
much advantage in the inclusiveness of the German system, which 
has fused the technical administration, the workers* share in 
control, the consumers’ control, the Government supervision, and 
the process of appeal, so as to have made private capitalism work 
as close as possible to the ideals of nationalisation. 

D. H. Macqrbgor 



THE PROBLEM OF UNEMPLOYMENT. 


The Post-war Unemployinent PrMem. By Henry Clay. (Mac- 
millan & Co. 1929. Pp. X -f 208.) 

Professor Clay tells us in his Preface that his first object is 
to present “ a summary and analysis of the more important 
factors ” in the problem, and his second “ to discourage the hope 
that the problem, if left to itself, will cure itself, and to argiie 
that the necessary organisation of the depressed industries will 
not be effected unless the initiative is taken and the impulse 
given by some agency outside them.” 

If there are twelve million employable persons, “ a million 
unemployed” might conceivably mean either that a million 
individuals out of the twelve were unemployed for the whole of 
some long period of time under review, or that each individual 
in the twelve millions was out of employment for one week in 
twelve. “ A million imemployed ” in the second of these senses 
would be nothing very terrible ; most people in Western countries 
are unemployed one day in seven owing to an institution of 
religious origin, and well-to-do persons often manage to spend 
one-twelfth of the remaining time on holidays. On the other 
hand, it would be a very terrible thing if out of every twelve 
children born into the world, one had to pass his or her whole life 
in idleness. 

Of course our own ” million unemployed ” is neither the one 
nor the other of these extremes, but is made up partly of what 
we may call short-term unemployment and partly of long-term 
unemployment, so that it is somewhere between the two extremes. 
But where ? Professor Clay might well have begun his ‘ ‘ summary 
and analysis ” by some attempt to give us the answer to this 
question, but he does not. 

His failure to do so is important not only because without the 
answer we do not know how much we ought to deplore the 
existence of the million unemployed, but because short-term and 
long-term unemplojonenthavedifferentcauses and require different 
remedies, and to discuss causes and remedies without careful 
regard to the distinction only darkens counsel. 

The excess short-term unemployment over what was usual 
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before the war seems to be ubiquitous among the insured occupa- 
tions. It is not confined to particularly depressed trades, and is 
found in occupations which are rapidly expanding and returning 
quite adequate profits. It is not observable in uninsured occupa- 
tions, and countries which have done little or nothing to improve 
the lot of their unemployed seem to be more exempt from it than 
those which have made the largest effort in that direction. Ordinary 
persons, if they are not influenced by class or political bias, notice 
the correlation of time (for the coming into full force of the scheme 
of unemployment insurance coincides with the war period), of 
place, and of occupation, and they attribute the excess of short- 
term unemployment to the fact that unemployment is now better 
endowed in this country than it was before the war. 

Professor Clay does give some weight to the effect of the 
unemployment insurance scheme upon employers and trade 
unions. To throw numbers of your employees out for short 
intervals to suit your convenience is obviously less likely to create 
friction, and is therefore more likely to be profitable, when the 
persons thrown out can draw on a common fund raised by stamp- 
duties on employment and other taxes, and so Professor Clay says 
the insurance scheme has had “ the effect of substituting inter- 
mittent and irregular employment for regular work in industries 
in w^hich such conditions were formerly rare ’’ (pp. 118-19). As 
for trade unions, he says, “ To-day trade union negotiators can 
afford to take the risk that a wage rate on which they insist will 
cause unemployment, because their constituents will be provided 
for by the national relief scheme ” in addition to anything which 
the union itself can provide (p. 155). 

But he dismisses far too airily the influence of insurance on 
the mind of the insured. “ It is not,’^ he says, “ that unemploy- 
ment insurance leads to the refusal of available w’ork ; the Employ- 
ment Exchanges provide an adequate check on that abuse, were 
there any general inclination towards it’* (pp. 117-18). This 
completely ignores the real issue. No one except a few lunatics 
imagines that there is a “ general ” or even a widespread inclination 
to refuse employment offered at standard wages on ordinary con- 
ditions and available immediately on the spot. All that is 
believed and alleged is that, especially in the occupations in which 
the superiority of employment over unemployment is least, the 
insurance scheme has reduced the economic pressure which used 
to make persons grab at every chance of employment, take what 
they could get regardless of every inconvenience, and .stick 
what they had got regardless of every disagreeableness — whicli 
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made them, like the old British army, “ ready to go anywhere 
and do anything.” And it is commonly recognised that no indi- 
vidual thinks of the alternatives open to him being “ Take what 
you can get now, or go on the dole till this Government or the 
next lets your time run out, and then become a pauper (or ‘ publicly 
assisted person ’) for the remainder of your life.” He takes the 
alternatives to be, ‘‘ Take what you can get now, or hold out 
another week, when something better may turn up.” “ Sooner 
or later,” says Professor Clay, the unemployed workman is 
obliged to accept work outside his own district or trade if it is 
available.” There is much virtue in the “ later ” ; the magnitude 
of the turnover of labour (the number of new engagements) is so 
great that a very little average delay will make a very large addition 
to the unemployment. 

Anyone who says this in public is likely to find himself 
denounced as ” insulting the working classes,” but of course 
wherever an evil can be increased by human slackness or careless- 
ness, insurance against that evil tends to increase it. In a few 
cases the tendency may be completely counteracted by active 
measures adopted by the insurers who undertake the risk. 
Insurance against boiler explosions actually dimimshes boiler 
explosions, because the insurance companies arrange for an 
inspection which would not otherwise take place. But the 
human mind is not so easily inspected as a boiler, and conse- 
quently unemployment insurance belongs to the very much larger 
class in which the tendency of insurance to increase the evil is 
counteracted not completely, but only in large measure, by the 
fact that it falls far short of giving full compensation to those who 
actually incur the evil insured against. Life insurance is rarely 
high enough to make the insured ready to die from neglect of his 
health and appetite; fire insurance never compensates for the 
unpleasantness of being burnt in one’s bed; motor insurance 
nothing like covers all the unpleasantness of colliding with a 
heavy lorry or even of killing a cyclist or pedestrian, though the 
effusive sympathy of the coroner and his jury may help a little 
in the latter case. In all insurances of this class, slackness and 
carelessness are kept to some extent in check by the principle of 
deterrence adopted by the poor-law reformers of 1834 — the 
principle that though the evil may be alleviated, the position of 
the person assisted to meet it must remain appreciably “ less 
eligible ” than that of him who does not come on the common fund. 

If it is really desired to cut down the sliort-term unemploy- 
ment, it can easily be done by diminishing the “ eligibility,” such 
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as it is, of the early stage of unemployment by lengthening the 
initial period which elapses before benefit begins to be paid. This 
would have the advantage of making more money available for 
dealing with the much greater evil of long-term unemployment. 
The present system, under which the risk of the small evil of being 
unemployed for a fortnight or three weeks is covered in a con- 
siderable degree, while the risk of the much greater evil of com- 
pulsory change of occupation and domicile is not covered at all, 
resembles a fire insurance which would provide against holes 
burnt in the carpets but give nothing in case the whole house 
is burnt out. 

If we neglect all this part of the “ problem of unemployment ** 
and coniine our view to the really depressed industries, we shall 
not find much to quarrel with in Professor Clay’s account of the 
causes of the unemployment. The immediate cause, of course, 
is that these industries cannot sell enough of their products at 
prices sufficient to maintain the machinery employed in them and 
to give the standard remuneration to all the workers of all classes 
who are specialised in the trades. The trouble in the engineering 
industry originated in the outrageous expansion due to the war 
requirements ; that in the coal industry in the suspension first of 
the Belgian and northern French coalfield and then of the Ruhr. 
The causes of the trouble in the cotton industry may be more 
obscure, and perhaps Professor Clay, stationed in Manchester, 
can scarcely be expected to give sufficient weight to the possibility 
that the bringing of raw cotton from very distant places to 
Lancashire and sending it out again to the same and oven more 
distant places is not likely to become a permanent feature in 
mundane economy. 

The quarrel is about the remedies for the unemployment 
rather than about its causes. To any suggestion that the standard 
profits should be reduced, the employers in this case could effec- 
tually reply, “ Search us.” The natural recrimination between 
the partners consequently takes the form of the employers saying, 

“ Wages must come down,*’ and of the other side retorting, “ It’s 
all the effect of your rotten organisation, and you ought to mend 
it or end it.” 

Professor Clay recommends reorganisation of the nature now 
commonly known as rationalisation, and here I think he has 
fallen into grave error. Rationalisation aims at either increasing 
the price at which the product sells or at diminishing the cost of 
producing it, or at both these objects simultaneously. Raising 
the price will diminish the amount sold, and consequently will not 
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increase but always diminish employment in the industry. 
Diminishing the cost of production without diminution of the 
earnings of persons engaged in the industry can very seldom mean 
anything more than reducing the quantity of labour required for 
each unit of output; it too, therefore, involves reduction, not 
increase, in the amount of employment in the industry unless a 
very large additional output can be put on the market without, 
considerably reducing the selling price. Now neither Professor 
Clay nor anyone else gives us the least reason to believe that the 
additional product of the depressed industries which wuuld be 
forthcoming, if the output per head were increased at the same 
time as most of the unemployed were taken back into employ- 
ment, could bo forced on the market without a heavy reduction 
of selling price. Rationalisation in the production of automobiles 
or of wireless apparatus may increase employment in those indus- 
tries, because the demand is very elastic ; the demand for bunker 
coal and cotton shrouds is not. It must be remembered that 
rationalisation cannot be monopolised by a single country, and 
the advantage gained by the first country adopting it is likely to 
be short-lived. 

Rationalisation which reduces cost is no doubt a very good 
thing for the consumer and not in the long run a bad thing for 
the wage-earner in the trade which luis adopted it, and it may 
increase employment in that trade if demand is elastic enough, but 
to put it forward as a cure for unemployment in the English 
great exporting industries at the present time is perfectly futile. 

Having tliis opinion, I nm absolved from the necessity of 
considering Professor Clay’s further thesis that rationalisation 
will not be brought about by the persons chiefly concerned, but 
must be more or less forced upon them by the Government. But 
I cannot forbear observing that we must take Government as it is 
and as it is likely to be in the immediate future, and if wc do that, 
I cannot imagine why much should be expected from it. A few 
years ago Government w^as selling coal dear to foreigners and chc‘ap 
to home consumers ; now it w ants the coal-owners to sell cheap 
to foreigners and cover the loss by selling dear to home con- 
sumers. The whole record of Government's dealing w ith coal is 
on© of failure and disaster. 

If we conclude that rationalisation, whether voluntary or com- 
pulsory, however much it may be recommended for other reasons, 
is no cure for the unemployment in the depressed industries, are 
we driven to adopt the other suggestion that the true cure is to 
be found in a reduction of wages in those industries 1 Professor 
No. 1 67.— VOL. XL. ® 
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Clay thinks such a reduction impossible if attempted openly, and 
he is not prepared to approve of the inflationists’ plan of effecting 
it surreptitiously by a diminution of the purchasing power of the 
unit of account, which would tend to reduce real wages all round 
and not only in the depressed industries. I doubt the impossi- 
bility, and would be inclined to lay more stress on the utter 
undesirability of a reduction. 

It is, of course, true that low wages in a depressed occupation 
may be said to have a good side, inasmuch as they discourage 
recruits from entering that trade, and head them off into others 
wliich are more in demand. But, as Professor Clay points out, 
vages in tlie depressed industries are already very unattractive 
to recruits, and it may be added that the obvious unemployment 
in them is another and perhaps even more effectual deterrent. 

Employers who want wages lowered are not thinking of 
anything of that sort ; they only see that at existing selling prices 
they could employ more hands if they had to pay less for the work 
done, and overlook the fact that when all or many of them were 
employing more hands, the total output would increase and the 
price at which it could be sold would fall. Polish miners appar- 
ently get less than half English miners’ earnings at present, and 
would probably go a good deal lower still rather than be deprived 
of employment by English miners agreeing to work for much less 
than at present. If the workers in the export industries sold their 
work directly to the foreign consumers, no one would be so foolish 
as to tell them to reduce their prices to the level required to bring 
in all the present unemployed. 

Nor is there any hope in the grotesque suggestion that the 
foreign competitors must be prevented from competing with the 
English producers by international conventions which will prescribe 
that they are not to work for less than the English. Silesian 
miners are not going to bo starved at the behest of the pundits 
of the International Labour Office in order that more miners may 
be employed in England. 

The true remedy for long-term unemployment always applied 
throughout history, and always effectual, is neither rational- 
isation nor reduction of wages, but redistribution of labour-force 
between the different occupations. When there are more people 
offering to do some particular kind of work than can be employed 
in it without reducing the advantages much below that of other 
occupations, surely the obvious and certain remedy is a redis- 
tribution of labour-force in the shape of a decrease of the number 
of persons offering to work in the depressed trade and an increase 
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of persons working in the others. In most cases the redistribution 
required is not very great and sudden, and it is consequently 
carried out almost imperceptibly by the non-replacement of the 
persons who drop out of an industry owing to death or old age 
or any other reason. But sometimes, as now certainly in the 
case of coal, the required redistribution is so great and sudden 
that it necessitates the transfer of some individuals from the 
depressed industry to others. 

At first a reader of Professor Clay’s book will think nobody 
recognises the possibility and efficacy of redistribution better 
than he. He says on p. 115 : 

“ The transfer of workers from declining to growing 
industries is a normal process. It had done more to relieve 
unemployment, by reducing the number of insured workers 
in the depressed engineering, shipbuilding, and metal group 
of munitions trades by 400,000, without any special Govern- 
ment recognition or assistance, than any other agency had 
done, before it was recommended as an instrument of 
deliberate policy by the Industrial Transference Board. 
Much of this redistribution, it is true, had taken the form 
of checking the entry of juvenile workers to fill the places of 
workers who had died or retired; but much also was the 
result of the spontaneous movement of adult workers from 
one trade or district to another. Anything that Government 
can do, therefore, to encourage and facilitate such redistri- 
bution will De a contribution, as productive as it is direct, 
to the relief of unemployment.” 

But, reversing the example of Balaam, Professor Clay having 
begun thus with a blessing for redistribution, ends with something 
very like a curse. Instead of suggesting that if a surplus of about 
400,000 on the munitions trades has been absorbed by other 
trades since the war without Government assistance, a redis- 
tribution of equal magnitude may be effected within the next 
few years without Government assistance, and possibly effected 
a little quicker with Government assistance, he proceeds to insist 
on the smallness of the number of transfers claimed by the Trans- 
ference Board as the direct result of their action — “ 20,000 in eight 
months.” This figure, he says, is “ sufficient to indicate the limits 
of the scheme.” It seems a little presumptuous to ask us to 
conclude that if a board has, in fact, only assisted twenty thousand 
transfers in eight months, that rate, or thirty thousand a year, is 
the utmost of which it or any other board is capable. But even 
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if it is, I can see no ground for Professor Clay’s continuing as 
follows : — 

“ Transfer may in the course of years bring about a more 
even distribution of the burden of unemployment; it can 
increase the volume of employment only when it satisfies a 
hitherto unsatisfied demand for labour, and of such unsatisfied 
demands the Industrial Transfer Board produced no 
evidence ” (p. 119). 

He seems here to have plumped straight into the “ lump of 
labour fallacy.” The lii*st sentence seems to indicate that he has 
adopted the view of those politicians who allege, in defiance of all 
experience, that no industry can take on a transferred man 
without at the same time discharging another man already 
employed or at the least refraining from taking into employment 
one of the unemployed in the district in which the industry is 
settled ; the second sentence argues that this must be so because 
the Transfer Board “ produced no evidence ” of “ an unsatisfied 
demand for labour.” 

What sort of evidence would Professor Clay require ? What 
sort of evidence ever exists of an unsatisfied demand for labour 
beyond the fact that additional labour has, in fact, found 
employment? Within four miles of my proverbial arm-chair I 
have seen in a very few years half a dozen big fields on which 
two or three agricultural workers were employed gradually 
covered by factory buildings in which several thousand factory 
workers arc now employed, but I do not remember ever seeing 
or hearing of the smallest evidence of an unsatisfied demand for 
labour there. I have seen in a few years all the high-roads dotted 
with garages and petrol stations, each served by at least one and 
generally more persons who seem to make a fair living, and 
therefore to satisfy a demand, but I cannot imagine how evidence 
could ever have been produced at any time of an unsatisfied 
demand for the labour which they perform. I wonder whether 
Professor Clay would refuse food to a growing boy because no 
evidence of an unsatisfied demand for additional \veight in bone 
and muscle could be i)roduced. Since the time of Noah the 
regular rule has been for industries to expand and employ more 
and more persons without ever exhibiting signs of an unsatisfied 
demand. The supply and the demand advance together. 

Searching through the book for some better argument in favour 
of Professor Clay’s belief that there is no room in other industries 
for persons transferred from the depressed industries, we find 
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nothing at all except an attempt to show that “ the expanding 
industries offer no adequate substitute for the loss of older trades ** 
(p. 110). Taking a number of industries one by one, Professor 
Clay condemns each either as of trifling magnitude or as unlikely 
to expand much further. Now of course if trades are taken in 
his way it is easy to fill the role of a modern economic Jeremiah. 

“ The 48 per cent, increase in the numbers engaged in 
silk and artificial silk between 1923 and 1927 was insufficient 
to compensate for the per cent, decline in woollen and 
worsted, while the 38 per cent, increase in the ‘ key * industries 
of scientific instruments and photographic api)aratus would 
not balance the closing of a couple of good-sized mines.*’ 

Obliged to admit that the increase in the group called “ dis- 
tributive trades ” is immense, Professor Clay falls back on the 
reflection that if people spend more on maintaining magnificent 
shops and having things sent up long distances to their suburban 
and country houses, they will have less to spend on “ the products 
of industry.” Even the motor industry gives him no comfort, 
since the domestic market for motors must bo “approaching 
satiation ” and Protection will not help it in the export market. 

This line of argument falls in very well with the popular con- 
fusion between the importance of a trade as productive of neces- 
saries and its importance as “ giving ” employment — a confusion 
which is largely responsible for the prevalence of the absurd cry 
of “ Back to the land ” and the childish contempt for “ luxury 
trades ” — but it is fundamentally unsound. “ The narrow capacity 
of the human stomach ” noticed by Adam Smith, and the narrow 
breadth of the human back liinder the indefinite expansion of 
demand for the necessaries of food and clothing, so that progress 
in wealth and civilisation necessarily and happily leads to a smaller 
and smaller proportion of the population being emploj^ed in 
producing necessaries and a larger in producing luxuries. The 
essence of luxury is variety, and consequently employment comes 
to be more and more divided among a vast number of trades, 
each of which taken by itself is a small trade easily represented as 
of very little importance as a “ giver ” of employment, but which, 
taken all together, “ give ” a continually larger and larger propor- 
tion of the whole amount of employment. The truth of this has 
seldom been more important than in the present age, in which 
quite unexampled progress in the arts of production is accom- 
panied by a sharp decline in the rate of growth of population, 
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which diminishes the number of stomachs to be fed and backs to 
be clothed. 

The author of Economics for the General Reader would doubtless 
admit this general proposition, but as author of the Post-War 
Problem of Unemyloyment he would say that he was dealing not 
with the world at large but with a small group of individuals in 
it who are somewhat unsatisfactorily described as the people of 
Great Britain and Northern Ireland. These people, ho might say, 
are selling in the market of the world, and he is thinking of them 
for the moment as producers and sellers rather than as a self- 
contained and self-supporting community. Adopting this rather 
mercantilist attitude, he seems almost to accept Mr. Thomas’s 
view that “ we must find customers for what we iDroduce,” instead 
of the much more practical maxim that we must produce what 
our customers, present and potential, wunt. If we have to change 
our exports, it will not be for the first time ; raw wool was a staple 
export from England far longer than coal or cotton goods have 
been. It is not dangerous optimism to believe that the next 
generation and the next but one in this country may serve the 
foreigner in some more pleasant and lucrative manner than by 
hewing coal for him in third-rate mines. Far better surely, pace 
Mr. Lloyd George, even to provide the natives of Africa with the 
bicycles they are ready to pay for. The African market is likely 
to develop enormously for many things which could be well 
supplied from this country. 

But even if it were impossible to replace one set of exports by 
another, there would be no reason for obstinate adherence to 
export trades which had ceased to provide as good a living as 
trades for domestic consumption. The only object of exporting 
is to buy imports with the money for which the exports are sold, 
and if some export trades disappear or shrink, some trades supply- 
ing home consumption will come into being or expand because 
they will produce goods to take the j)lacc of some that 
were previously imported. The protectionist will see what he is 
always clamouring for — ^j^roduction at home of things formerly 
imported — though he will not have the satisfaction of attributing 
it to his nostrum of protection, and will be puzzled to find it 
resulting from what he regards as disastrous, a falling off of 
exports. It may bo that as a general rule,” or, to put it more 
definitely, in a majority of cases, beneficial redistributions of 
labour as between countries are in the direction of greater 
specialisation, and therefore of international trade, but this 
is no economic law; it will often happen that a change in 
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the opposite direction is made desirable by some change of 
circumstances. 

There is, in fact, no reason whatever for supposing that 
transference of labour from the depressed trades cannot take 
place like the transference from the munitions trades, except 
that it has not yet been completed — we know that it has been 
begun, not only from the little contingent furnished by the 
Industrial Transfer Board, but also from the more remarkable 
fact that the former rapid increase of Glamorganshire’s population 
has recently been turned into a decrease. That the transfer lags 
so far behind that from the munitions industries is obviously to 
be explained by the facts that the munitions demand ended 
abruptly with the war, and was not revived by subsequent occur- 
rences like the occupation of the Ruhr, and that specialisation of 
persons and places was not nearly so great an obstacle in the one 
case as in the other. The transfer now required is more difficult 
and will take longer, but that is not to say it is either altogether 
impossible or impossible without creating unemployment in other 
trades. 

From my window I can see a house in which the daughter of 
a Welsh miner is making good, and as I finish this review I hear 
a buzzer (or hooter, as we call it) releasing a goodly number of the 
Board’s transferees for their dinner hour. I know that in this 
exceedingly prosperous town, which exports education, Bibles 
and motors, and which has recently grow'ii greatly by immigration 
from other parts of the country, there arc persons so much under 
the spell of the lump of labour fallacy and a misguided parochial 
patriotism that they imagine that every immigrant has kept an 
Oxford boy or girl out of a job. I greatly regret that Professor 
Clay has done something to encourage this obstructive heresy 
and to discourage governmental effort to assist movei}icnt from 
the depressed areas and industries. 


KinviN Can NAN 



SOME NEW FEATURES OF GOLD MOVEMENTS 

WiiEX in 1925 Great Britain restored the gold standard even 
the most optimistic adherents of the system reckoned with con- 
siderable initial difficulties. It was generally realised that, in 
view of the fact that the number of free gold markets was small, 
an unduly large proportion of the burden of the increased gold 
demand would have to be borne by London. That those respon- 
sible for the return to gold were aware of the probable extent of 
the difficulties during the transition period is shown by the fact 
that substantial dollar credits were secured for the purpose of 
supporting sterling in emergeney. Until about the end of 1928 
these difficulties were well within the limits of anticipations. 
The removal of the embargo on foreign issues at the end of 1925, 
the General Strike and the Coal Strike in 1926, and the menace of 
heavy French gold withdrawals in 1927, were weathered without 
undue trouble. As since 1 925 a number of countries have returned 
to gold, thereby broadening the basis of the system, it appeared 
justifiable in 1928 to believe, without exaggerated optimism, that 
the period of initial difficulties was over. 

The year 1929 brouglit, however, a complete disillusion- 
ment in this respect. Three important countries — ^Argentina, 
Canada and Australia — found it necessarj^ to suspend the gold 
standard. The volume of international gold movements has 
increased considerably, as a result of the operation of abnormal 
factors, notwithstanding a decline in the volume of special 
transactions, brought about by the progress in the co-operation 
between central banks. It has become evident that, four years 
after the restoration of tlie gold standard, disturbing influences 
are still at work, though they may have changed their character. 
What is even more important, the experience of the past year 
revealed the existence of new disturbing factors which cannot be 
regarded as temporary. They arc the outcome of the changed 
conditions since the war, and some of them arc likely to prove 
permanent, while others arc likely to remain in existence for 
many years. 

One of these abnormal factors is the progress of international- 
isation of Stock Exchange speculation. Before the war, inter- 
national intercourse in stocks and shares was largely confined to 
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regular arbitrage transactions in a comparatively limited number 
of securities which were quoted in several countries. The number 
of people taking an interest in international speculation was 
small, and their total transactions, even during periods of booms, 
were seldom sufficiently large to affect the international monetary 
situation. During the last few years, however, speculation on 
foreign Stock Exchanges has become very popular, not only among 
professional elements, but also among all classes of investors. 
European speculation in New York was the most characteristic 
but by no means isolated example of this new tendency. 

Another abnormal factor affecting gold movements is the 
increased popularity of interest arbitrage — and the international 
shifting of funds to take advantage of higher rates of interest paid 
on short loans in foreign money markets. No individual capitalist, 
or even industrial or commercial enterprise, would have thought in 
pre-war days of transferring their balances abroad for temporary 
investment in short loans for the sake of a difference in interest 
rates. Although banks have alw^ays endeavoured to obtain a better 
yield on their liquid funds by shifting part of them to centres where 
short-term loans commanded higher rates of interest, the extent 
of their operations of that kind was comparatively small until 
after the war. The general adoption of telegraphic transfers and 
trunk calls in foreign exchange dealings has facilitated interest 
arbitrage to a very great extent, while the development of a 
forw^ard exchange market has also been very helpful in that 
respect. Moreover, as since the war most banks have built up 
large foreign exchange departments whose activities have been 
curtailed by the decline of speculation in exchanges, the staffs 
of these departments, anxious to keep themselves employed and 
to produce a profit are eagerly watching every fractional discre- 
pancy providing an opportunity for interest arbitrage. 

As Stock Exchange booms are usually accompanied by rising 
money rates, the two new factors — the transfer of funds by those 
engaged in international speculation and those seeking to obtain 
a higher yield on short term loans — usually operate simultaneously, 
and tend to stimulate each other. Their combined influence would 
make itself felt in the international money market even if con- 
ditions were otherwise entirely normal. At present, when even 
the factors of gold movements which had existed before the war 
are far from settled, and when tlie comparatively inadequate 
supplies of gold have to face in any case an abnormal demand, 
the appearance of the new factors is particularly important. They 
w^ere — directly or indirectly — responsible for the abnormal gold 
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movements which eventually compelled three countries to 
suspend the gold standard ; for, apart from the direct interest of 
these countries in Wall Street speculation, which was substantial, 
especially in the case of Canada, the lure of high call money rates 
diverted funds to New York which would have otherwise gone to 
or remained in those countries. It nearly brought about a 
collapse of the German currency, owing to the virtual suspension 
of German long-term borrowing abroad. For the same reason, 
it threatened the stability of the currencies of Poland, Austria 
and a number of other countries. It also delayed the restoration 
of the gold standard in several countries. 

The effect of the new factor on the monetary situation of 
Great Britain is too well known to require detailed description. 
The weakness of sterling and the heavy loss of gold during the 
first three quarters of 1929 were largely the result of British and 
continental speculation in Wall Street and of the transfer of funds 
to the New York call money market. It necessitated the increase 
of the bank rate to 6? per cent, during a period of trade depression 
— a fact wl)ich requires no comment. 

The example of the Wall Street boom of 1928-29 gives thus 
an idea of the importance of the new features of gold movements. 
Whenever there is a boom in any of the foreign Stock Exchanges 
the same experience may repeat itself to a greater or less extent. 
As the habit of buying shares quoted in foreign markets has been 
acquired by investors, large and small, the chances are that we 
shall witness the reappearance of the new factor before long. 
It seems probable that the exce.ssive hoarding of gold in France, 
through its effect on money rates, and through the creation of a 
wave of optimism towards French trade prospects, will result in 
a boom in the Paris Bourse. Funds of speculators and short 
loans will then flow to France, and will result in a corresponding 
movement of gold which, in turn, will further feed the boom. 
Germany’s turn will also come sooner or later. Thus, it seems 
probable that, within the next few years, while general conditions 
are still far from normal, we shall experience more than one period 
of difficulties caused by the new kind of ‘‘ gold rush ” towards 
countries where it is the least welcome. The new factor may 
repeatedly disorganise the international money market, and Great 
Britain is likely to become again one of the chief victims of its 
disturbing influence. 

Undoubtedly, an all-round increase of the margins of gold 
stocks in countries on a gold basis, and an increase of the number 
of free gold markets, together with a more even redistribution of 
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gold supplies, will mitigate in the long run the effect of such shocks 
administered by the new factor upon international monetary 
stability. The disturbing influence will remain nevertheless in 
existence, and will constitute a potential danger, or at least the 
source of considerable inconvenience. Its significance in the long 
run lies in the fact that, unlike other disturbing influences, it does 
not carry its own corrective. The factors of gold movements 
operating before the war automatically set into motion forces 
tending to neutralise their disturbing effect. If the amount of 
currency was excessive, low rates of interest and/or high prices 
resulted in an outflow of gold which eliminated the surplus. If 
commodity prices were falling in relation to the world level, the 
influx of gold brought about by the effect of the tendency upon 
the trade balance checked the fall, etc., etc. The working of the 
monetary system before the war provided a full justification of 
the theory of economic harmonies put forward by the Optimistic 
School of the nineteenth century. Carey and Bastiat would find 
it, however, most difficult to defend their thesis in the light of 
the new experience. The new factors of international gold 
movements do not set into motion any forces tending to readjust 
the excesses of the phenomenon responsible for setting it into 
motion, i.e. the exaggerated Stock Exchange boom. On the 
contrary, it tends to accentuate the excessive rise of stock prices, 
and to increase the adverse effects of the inevitable slump. 

The effect of the Wall Street boom and the subsequent slump 
on international gold movements may be quoted as a characteristic 
example in this respect. While the American authorities were 
anxious to restrict credit in order to cheek the boom, the inflow 
of gold caused by the buying of American shares and by the 
transfer of funds to the New York market of brokers’ loans frus- 
trated their efforts. A rise of interest rales caused by the official 
policy tended to accentuate the influx of foreign funds which 
resulted in an unwanted influx of gold. This, in turn, tended to 
encourage speculation through its psychological influence, even 
if its direct effect was neutralised by the monetary authorities. 
When the turn of the tide came, the withdrawal of foreign funds 
from New York resulted in an efflux of gold which was as inoppor- 
tune as was the influx during the boom. Although the arrange- 
ments made by the Federal Reserve authorities prevented the gold 
efflux from bringing about a contraction of credit, its psychological 
effect was decidedly responsible for the accentuation of the slump, 
and for the general feeling of pessimism as to trade prospects in 
the United States. Thus, while the gold movements provoked 
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by the fluctuation of commodity prices tend to readjust com- 
modity prices, those provoked by the fluctuation of stock prices 
tend to accentuate these fluctuations. It is particularly unfor- 
tunate that tliis inherently evil factor of gold movements should 
appear at a time when there is more than enough trouble with the 
abnormalities of factors which existed before the war. 

Whereas the elimination of other disturbing factors is merely 
a question of time, there seems to be no prospect for the dis- 
appearance of the new factor. The popularisation of international 
speculation in securities is in accorilance with the fundamental 
tendency of internationalisation of finance, which has been making 
rapid headway since the war. We have acquired better know- 
ledge about each other’s conditions, and have established innumer- 
able new channels through which capital is enabled to cross 
political frontiers. This tendency has undoubtedly considerable 
advantages, but at present we feel its inconveniences to a greater 
extent than its beneficial influence. It is difficult to suggest any 
remedy against the new disturbing factor. While it is possible 
to check the international flow of funds by means of embargoes 
on foreign issues, there are no means of preventing the investor 
from buying shares abroad or from transferring his balances to a 
money market which allows a higher interest. We are entirely 
helpless against the new factor ; all we can do is to hope that, in 
the course of time, our position will strengthen sufficiently to 
enable us to stand the strain of its influence without undue 
difficulties. 

The factor of international movement of funds as a result of 
international speculation and interest arbitrage has caused, and 
is likely to cause, considerable inconvenience to practically every 
country. There is, however, another factor affecting gold move- 
ments, whose evil effects arc largely confined to this country. 
This factor is the discrepancy between the rate of direct taxation 
in various countries. 

In most countries, taxation is considerably lower than in Great 
Britain. The discrepancy is likely to widen rather than decline 
during the next decade or so, as most countries are likely to make 
considerable reductions in their direct taxation. In fact, many 
of them have already carried out important reductions during the 
last year or so. In this country, on the other hand, the best 
taxpayers can hope for is that there will be no increase in the rate 
of income tax and super-tax. Even in that case the difference 
between taxation burden in this country and abroad will widen, 
and the temptation of taxpayers to live abroad will increase. 
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Since the war, Great Britain has lost already many thousands of 
people who settled abroad in order to avoid the payment of 
income tax. As in the case of the international movement of 
funds, better knowledge of conditions abroad has large contributed 
to this development. A further reduction of taxation abroad is 
likely to stimulate the emigration of those who are not tied 
down to residence in this country by the nature of their occupation. 
As a result, there will be a constant outflow of funds which will 
tend to bring about a considerable efflux of gold. 

The evil effects of this factor would strengthen to a great extent 
if direct taxation were to be increased in this country. While 
the influence of declining taxation burden abroad is gradual, an 
increase of income tax or super-tax would produce an immediate 
strong adverse effect. The response to an additional 6d. to the 
income tax, or to a reduction of the minimum income liable to 
super-tax to £1,500 would bring about an immediate lieavy 
outflow of capital, and the depreciation of sterling thus caused 
v'ould result in a considerable efflux of gold. 

'J’he factor of discrepancy in taxation, has been operating 
slowly but steadily ever since the end of the war. Its strength 
became accentuated by the advent of the Labour Government, as 
a result of the anticipation of higlier taxation. Even if this 
anticipation proves to be too pessimistic, the impossibility of 
following foreign countries in the reduction of taxes will in itself 
tend gradually to accentuate the factor. In order to protect the 
gold stock against the efflux caused by it, the central institution 
will have to maintain a high bank rate. Tliis again w ould prevent 
a reduction of taxation burdens by means of advantageous con- 
version operations, and would handicap the increase of taxable 
income as a result of a trade revival. We are thus faced b}" another 
example of the case in which the gold efflux fails to set in motion 
forces tending automatically to counteract the adverse factors 
responsible for it. As in the case of the movement of funds 
through international share speculation and interest arbitrage, 
the gold movements caused by this new factor tend to accentuate 
the anomalies instead of mitigating them. 

While the factors of international speculation and interest 
arbitrage affect every country, the factor of discrepancy in 
taxation places this country at a disadvantage as compared with 
its rivals. If the outflow of funds necessitates the maintenance 
of a higher bank rate than that of rival money centres, London 
will lose a substantial part of her international banking activity. 
This would mean the loss of one of the principal advantages for 
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the sake of which the gold standard has been restored at the price 
of heavy sacrifices. 

Another new factor of gold movements — ^which is, it is hoped, 
of a temporary nature — ^is the political factor. As most countries 
on a gold basis work with a narrow margin, it is possible to cause 
them considerable inconvenience by means of withdrawing gold 
from their central banks. Thus, any Government which is in a 
position to withdraw gold from a foreign centre can make use of 
this weapon for the purpose of causing political pressure to bear 
upon another Government. If the withdrawals of gold are made 
under the disguise of commercial transactions it is most difficult 
to ascertain the responsibility of the Government in question. 
Moreover, if a foreign Government or a central bank possesses 
large balances in a financial centre it is legally entitled to with- 
draw them, no matter how embarrassing these withdrawals may 
be to the centre concerned. The only way to induce it to exercise 
the right of withdrawing its funds with due discretion is by means 
of concessions of a political or economic nature. Otherwise the 
centre concerned is exposed to withdrawals of gold irrespective 
of the monetary situation, against which it is useless to attempt 
to defend the gold reserve by means of an increase of the bank 
rate. Political considerations were rightly or wrongly believed to 
have been largely responsible for a great part of recent gold move- 
ments, though it is impossible to ascertain the exact part they 
played. Many people see more than mere coincidence in the fact 
that the unfavourable change in the Anglo-French relations 
brought about by the advent of the Labour Government was 
accompanied by heavy French gold withdrawals which did not 
cease until the end of the year 1929, when better understanding 
was established between the two Treasuries. Even if this theory 
is rejected, it is beyond doubt that semi-political considerations 
of prestige are largely responsible for the French Government’s 
endeavours to accumulate a large gold stock far beyond immediate 
requirements. 

In all fairness it ought to be recognised that up to now the 
extent to which the French authorities have made use of the 
exceptional power represented by their capacity of withdrawing 
gold from abroad has been comparatively small. Although French 
gold purchases have undoubtedly been causing a great deal of 
trouble during the last three years, if we bear in mind that France 
is in a position to bring about the suspension of the gold standard 
in any country with the exception of the United States, we have 
to arrive at the conclusion that up to now she has merely reminded 
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the world of the possession of her weapon without actually using 
it. It is, of course, contrary to her economic interest to cause 
trouble, but France is a country where political considerations 
usually overrule economic considerations. 

It is reasonable to assume that, once the redistribution of gold 
is completed, the political factor will lose much of its present im- 
portance. Meanwhile, however, it is causing considerable in- 
convenience. The co-operation between central banks has so 
far failed to produce any remedy against this evil, for it is only 
directed against special transactions, while the political factor 
operates by means of influencing commercial transactions. 

There is, therefore, always a possibility that, in addition to 
the new economic factors of gold movements, which are likely to 
trouble the international money market for decades to come, the 
political factor will also cause further complications. It is left 
to be seen whether the co-operation of central banks — ^which is 
expected to strengthen through the establishment of the Bank 
for International Settlements — will be able to reduce the influence 
of these new factors within reasonable boundaries. 

Paul Einzig 



HAS FOREIGN INVESTMENT PAID? 

As iiiienipl()\’iuont is our main problem, I have been wonder- 
ing in that connection whether our overseas lending policy has 
been too haphazard as to destination, or too undiscriminating, or 
even taken beyond the limits of prudence. 

Has an appreciable amount of British savings passed as a gift, 
in the form of exports, to overseas borrowers ? Are wc wise to 
invest abroad the whole of our overseas trade net credit balance ? 
Ought we to try to bring home a considerable portion of it in form 
acceptable to ourselves, and invest it here ? And if so, what 
pro23ortion of the net balance ? 

I want to examine the theory that if we lend less overseas, 
and if we also increase our imports, bringing them homo in a 
form selected by ourselves so as to suit our purposes, thcjrc would 
be no resultant decrease of our exi^orts. If the theory is sound, 
then I think homo employment would bcnclit by its application, 
and increase of national wealth would result. 

Our overseas investments in pre-War times were placed at 
£4,000 million. It is estimated that owing to the War we jiarted 
with £1,000 miliion of our overseas investments. 

Last year, at the request of the Association of British Chambers 
of Commerce, I publislied an explanation of our overseas trade 
balance. Among the figures I then examined was the nominal total 
amount of British-owned overseas investments upon which wo 
received income. Omitting iwivate-adventure money, it was, in 
1927-8, roughly £4,000 million. That is to say, nominally the 
same amount as before the War. 

During the last fifty or sixty years wc have year by year 
invested abroad very large sums. These sums consisted not only 
of credit balances accruing on the trade and financial transactions 
of each year, but also of large capital sums derived from our 
industry, 'fho credit balance for 1913 has boon estimated at 
about £180 million — a figure probably much above tlie average. 
What the average an mi"* I overseas trade not credit balance was 
we do not know. 

I wish the Committee of Civil Research would set a team of 
young statisticians to work to find out the truth. Let us assume 
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an average credit balance of only £100 million invested abroad 
annually. This average would in sixty years aggregate to £6,000 
million, and that sum would only account for overseas trade 
credit balances. Whatever that total may be, our surviving 
overseas investment of £4,000 million appears alarmingly small. 

It would still be small even if private-venture money (say 
another £500 million) were added. Money has been continually 
invested overseas in private ventures, as well as in joint-stock 
enterprises. What has become of the vast unknown sum which 
represents the difference between our present possession of £4,000 
million and the aggregate of sixty years of overseas investments ? 
Refunding loans have been left out of the account, as they con- 
stitute no fresh obligation on the borrower. 

In my opinion, a good part of the original new ’’-money 
overseas loans has been lost. Those original loans uent over- 
seas in the form of exports. Many of the loan certificates issued 
by the borrowers and received by our investors are to-day value- 
less. The exports, paid for by loans made by us and defaulted 
upon by the borrowers, have, in effect, been a free gift by us to 
the borrowers. Do we realise that ? 

Let me give an example of what I mean. Many U.S. rail- 
roads after 1S68 borrowed in Britain large sums for develoj^mciit. 
^Most of those same railroads went later into the hands of a 
Receiver, with the result that those Jhitisli investors who held the 
relative U.S. railroad securities lost their money. Remember 
that while Britain was inve.sting “ new money in those days in 
U.IS. railroads our exports increased greatly. Exports were 
created by the original loans. We rubbed our hands in satisfac- 
tion at the Board of IVade returns showing yearly increases of 
exports. But did we realise that exports in such circumstances 
ultimately constituted private and public losses to Britain ? 
Although, for example, our rail-makers received payment for the 
rails they sold, the money came out of the funds ]irovidcd by 
British investors, and as tlic railroad securities received by our 
investors eventually became securities in bankrupt railroads, 
Britain as a whole received no ])ayment for tliosc rails. 

Would it not have been better for Britiiin if w c had not placed 
our savings in those particular loans ? It is plain that many of 
the exports created by tliosc original loans were ultimately never 
paid for, and that they l)ecamc a gift to the United States fi-oin 
Britain. 

If our savings had been placed in Britisli home loans, and liad 
extended homo undertakings to iiu-rease our efficiency, aiul if 
No. 157. — von. XL. 
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there had then been a bankruptcy of those undeitakings, the fixed 
assets upon which the money had been expended would at least 
have been j^osscssed by us here in Britain. But as tlie savings 
were invested in United States railroads, and lost, the result was 
that we lost our savings in the form of exports, although the 
railroads still exist in the United States. Thus the United States 
benefited, and not ourselves who provided the money to build 
the railroads and develop the United States, 

Similarly, no invested money in Egypt before 1882; in 
Turkey, in Eastern and Central Europe before 1913, in x^arts of 
Central and Soutli America, in Asiatic and Central American 
railroads, and in other investments all over the world. The 
aggregate is vast. Much of it is a dead loss to the British investors, 
and to the nation itself. But the money, although lost by us, 
has developed the countries in which it has been sunk. 

Before the War we invested in Russia a sum in the neighbour- 
hood of £300 million. Many millions wei-c lent ])rior to 1913 to 
develop Mexico. Our pre-War trade returns reflected inei*eased 
exports as a result of those loans. What is there now to show for 
£400 or £500 million invested in Russia and Mexico ? Take the 
case of certain railroads in Russia and Mexico. The savings of 
British investors built or extended those railroads. They have 
for many years given no return on the money so borrowed. Wo 
hold securities of the railroads worth little more than waste- 
paper, representing British exports. Thus the railroads created 
in such foreign countries by our savings were gifts by us to 
those foreign countries. It would have been better for British 
investors in those railroads had they kept their money and 
invested it at home, and had not provided exports as gifts to the 
overseas borrowers. 

The Committee of Civil Research should ascertain whether the 
nation has been living in a fool’s Paradise it an appreciable por- 
tion of the value of the exports shown in the trade returns has 
ultimately never been received by us as a nation. Has money 
been wasted in overseas loans that might have been x>ut to useful 
purpose at home ? 

When British investors have lent new ” money to overseas 
borrowers, and the money has ultimately left us in the form of 
British goods, that is all right up to that point. But if the over- 
seas borrowers eventually default on the paper obligations 
given by them to British investors who had provided their savings 
as payment for the British goods so exx)orted, then those British 
goods have been paid fur by the British investors, and pre- 
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sented by them as gifts to the overseas borrowers. There are 
those who go so far as to say that in some cases loans by British 
investors to foreign borrowers have not only been lost by us, but 
have helped foreign countries to develop the production of 
manufactured goods now sold in competition against our own 
manufactured products. 

You cannot dictate to the British investor where or how he 
should invest his money. But if our haphazard overseas-lending 
policy in the past has in some degree been wasteful from lack of 
expert guidance as to which is the direction of investment most 
beneficial to us, then a team of expert economists should analyse 
the facts and lay the result^before public opinion. Public opinion 
can be left to do the rest without interference. 

We receive £285 million per annum as income on our surviving 
nominal total of £4,000 million of overseas investments : that is 
to say, a yield at the average rate of 7 per cent. I say nothing 
about the capital lost abroad which yields nothiiig, and would 
reduce the average 7 per cent., if taken into calculation. We 
have preferred to try to earn 7 per cent, abroad rather than 5 per cent, 
at home. But has it paid us to ignore our losses and on our surviving 
overseas investments to accept the 7 per cent., employing over- 
seas labour, rather than 5 per cent, at home, employing home 
labour ? 

It is, of course, essential for us to invest abroad in order to 
develop the British Empire and to increase and cheapen our 
supplies of food and raw materials from foreign countries, who in 
turn are valuable customers of ours. We also need to create a 
reserve chest for overseas payments in time of war. But what I 
want to know is, how much have we lost by undiscriminating 
lending to overseas borrowers, and whether our home employment 
has suffered thereby ? Are we investing in the right direction ? 
Are we investing abroad too large a portion of our overseas trade 
net credit balance ? 

That is a question of degree. What is the degree ? 

Experience has shown that we do lose overseas a portion of our 
investments. Would it not be better to lose that nortion at 
home? 

Our expenditure on new houses over the last nine years has 
enabled us to bring home in form acceptable to ourselves perhaps 
£350 million of our overseas trade credit balances. Much of this 
sum would otherwise have been invested overseas to earn, let us 
say, 7 per cent, per annum. Our housing policy has created an 
increase of acceptable imports. But as the new houses could not 
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be exported they created no fresh exports with which to pay for the 
imports they called for. The result was that our overseas trade net 
credit balances sank to a relatively low figure for several years prior 
to 1928. The house-building policy giving rise to the increase of 
imports created employment in the building and co-operant 
trades. It has left us with assets in the form of new houses, instead 
of increased overseas investments, good or bad. But what proof 
is there that this house-building policy decreased or checked our 
exports ? 

Our overseas trade net credit balance for 1928 was £149 million. 
Part of it was immediately invested overseas where it was earned ; 
and while the remainder was brought home for dividends, head 
office expenses, and so on, an equivalent sum was lent to overseas 
borrowers. Thus, in effect, we may regard the whole overseas 
trade net credit balance as being invested abroad. 

Let me use the 1928 figure to illustrate my point. Suppose we 
do not invest the whole of our £149 million of overseas trade net 
credit balance in fresh overseas loans. Suppose we leave some 
of the non-British overseas would-be borrowers to obtain their 
loans elsewhere than from us. Suppose we then find Convenient 
means to bring home in form advantageous and acceptable to 
ourselves part of our overseas trade net credit balance. Will not 
credit here then in the first place be cheapened, and become more 
plentiful for home investment ? Will it not seek employment in 
industry, and so stimulate productive extensions at home, and 
more employment for labour ? Will it not therefore cheapen the 
cost of the goods produced, and, in this way, enable us to extend 
our export trade ? Our gi*eat need is to increase our export trade, 
and the clog on our export trade is that our goods are too dear. 
And if our savings are invested here, and lost here, will not the 
fixed assets which the investments produced at least remain here 
as an asset of some value to us ? 

It looks to me as if we may have pursued an undiscriminating 
overseas-lending policy in an unwise direction, and beyond the 
limit of prudence. Bearing in mind the object lesson of the 
influence of the house-building policy on our imports, I think 
that we must now analyse our overseas-lending policy and its 
effect, so that we may be enabled to eliminate what may prove 
to be an hitherto undetected flaw in our economic system, 

Arthur Michael Samuel 



THE ACTIVITIES OP THE FEDERAL FARM BOARD IN 
THE UNITED STATES ^ 

Current high points of the Federal Farm Board situation are 
as follows : 

The Agricultural Marketing Act is one of the most radical laws 
ever enacted in the United States, because it provides Government 
aid and subsidy in the form of hundreds of millions of dollars for the 
reorganisation of the machinery of marketing all kinds of agricul- 
tural products. The actual development of the programme 
specified in the law will require five, ten, fifteen or more years. 
The first steps, now being taken, towards materialisation of the 
programme are painful to many lines of the agricultural trade and 
to interests indirectly associated with these lines, not so much 
because of the immediate dislocation of private agencies but 
because of uncertainty and fear as to what will transpire in the 
near future. 

The Federal Farm Board, which has charge of administering 
the law, is a distinctly conservative body, squeezed between 
radical mandates and essential sympathy for private interests. 
The policies adopted by this Board are practically more important 
to the business community of the entire nation than the law itself. 

The Board has many important jobs ahead, but the big 
immediate task is to create central co-operative marketing 
agencies, as distinguished from merely local co-operatives. The 
whole trend of Board policy during the next year will be towards 
fostering of these central (or national) agencies, farmer-owned and 
farmer-controlled . 

Certain private trading companies will gradually be forced 
out of existence, or will find their business seriously curtailed. 
This is a long-range probability, however, not an immediate 
situation. Many tradesmen, especially in wheat, are at this time 
more fearful of ruin than they need be. 

Credit Terms 

Practically unlimited Government funds are available to 
co-operative marketing systems at the “ subsidy rate of a little 

' This Memorandum was compiled for the information of their Subscribers 
by the Standard Statistics Company of New York. 



70 


THE ECONOMIC JOURNAL 


[march 


more than 3 J per cent., as compared with the rate of around 6 per 
cent, paid by private agencies. This is the big point of the present 
agitation by private business against the Farm Board. It should 
he remembered that the law is primarily responsible for this, 
not the Board. 

Abnormally cheap Government money will not bo available 
to farmers tliemsolves or to their local co-operatives which are in 
comi)etition with local private dealers. By the time the Govern- 
ment credit flows through the arteries of central co-ops, then 
through the capillaries of the regional and local co-ops to the 
farmer, the money will accumulate costs so that the rate to the 
farmer will be comparable to the private rate. Nevertheless, the 
boon of ample cheap money to co-operative systems, as distin- 
guished from existing private marketing systems, is certain to give 
the co-ops a big advantage over private competitors. 

Banking and bankers will not be much affected. Private 
credit available from them will be used to the maximum, and 
Government credit will be essentially supplemental. This is an 
important point of Farm Board policy, not required specific«ally 
by the lav/, therefore indicative of Farm Board conservatism. 

Orderly marketing ’’ is the slogan of the Board. This 
means perfection of the mechanics of distribution under natural 
laws of supply and demand, with some cpialifications and excep- 
tions. It means that the Board does not look with favour on 
expedients commonly called “ artificial.” Stabilisation corpor-’ 
ations, for example, are not favoured by the Board and will not 
be countenanced for an indefinite time in the future. This is 
displeasing to those farmers who adhere to the equalisation fee 
and export debenture schools of thought, but it is reassuring to 
conservative private interests. 

For the present, the Farm Board is concerned primarily with 
creating new co-operative machinery for distributing what farmers 
raise. Later it will give attention to the problem of how to get 
farmers to raise less of those crops of which a national surplus 
exists. This is a psychological, economic, statistical, social, 
philosophical and educational problem, which will not be settled 
in less than a decade or two or three. 

The Farm Board is faced by a condition of universal surface 
sympathy accompanied by universal scepticism and suspicion. 
Open minds arc accompanied by crossed fingers among practically 
all groups affected by the Board and its policies. This refers quite 
as muf li to farmers as to private business interests. 

1 1 is obvious tluit no one knows or can know at this time how 



1930] ACTIVITIES OF THE FEDERAL FARM BOARD 


71 


the whole situation will turn out. There are sincere convictions 
both ways or all ways, but there is no basis for demonstration 
that any are right. This is deliberately stated in such a negative 
fashion in order to destroy the desires on the part of many persons 
to be told precisely what will transpire from this new national 
policy — ^undoubtedly the greatest economic experiment ever 
undertaken in the United States. 

The Law 

In order to understand the Farm Board and its policies, it is 
necessary to consider first the law, the Agricultural Marketing 
Act. This measure was passed by Congress after eight years of 
agitation by farmers for equality,” and was substituted for the 
equalisation fee principle. There are those who regarded McNary- 
Haugenism too radical an experiment for this conservative 
country, and some of those now think it would have been less 
radical than the law finally agreed upon as a compromise 

The Agricultural Marketing Act does not put the Government 
into the business of handling farm products, but it does put the 
Government into the business of creating co-operative marketing 
agencies of farmers which ultimately are expected to dominate 
their respective crop markets, and of financing these agencies, 
and of supervising all their activities when they are borrowers. 
The Government, acting through the Farm Board, becomes a sort 
of holding and management corporation, with a whole flock of 
co-op distribution companies under its wing. The Government 
will not dictate each act, but it wfil supervise and advise. When 
recommendations are offered by a body which is lending capital, 
the advice is likely to bo accepted. 

Thus the Government will be in position to say, in substance ; 
This is the price for which to hold ; this is the price at which to 
sell ; this is the lino of expansion ; here are the private physical 
facilities which should bo bought or leased ; this is the fair price ; 
this is the proper contract ; here is the money ith which to do 
all these things. 

A legalistic analyst of the Agricultural Marketing Act will 
find in its blanket powers for the Federal Farm Board to do almost 
anything in the line of reorganising the marketing of agricultural 
products, followed by certain blanket limitations, qualifications 
and provisos. Much of this is political rhetoric, yet the time will 
come when the rhetoric must be interpreted as to original legis- 
lative intent. Hero lies the joker, and also the cause for thanks- 
giving that the Farm lioard as now constituted is conservative. 
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For example, the Government might finance farmers’ co-ops in 
the manufacture of flour, breakfast foods, cotton yarn, woollen 
clothing, linseed oil, bacon, lard, noodles and granulated sugar. 
These are not exaggerations ; the Farm Board could do precisely 
this, if it chose, but it chooses not to do so. 

The principal functions of the Board, for immediate con- 
sideration, are these : (1) to minimise speculation; (2) to prevent 
waste in distribution ; (3) to aid in preventing and controlling 
surpluses ; (4) to encourage the organisation of “ producer-owned 
and producer-controlled co-operative associations.” 

The first function, to minimise speculation, is too big a job to 
be tackled off-hand, and the Board is approaching the matter 
solely through machinery of co-operative marketing associations 
which in themselves are expected to minimise the theoretical bad 
effects on the farmer of speculation. 

The second function, to prevent waste, is also a big and long- 
time job and is being approached through co-opcratives. 

The third function, to prevent and control surpluses, involves 
two things — limitation of acreage, for which present plans are 
very vague ; and manipulation of a national surplus so that the 
domestic price might be higher than the world price. This is tied 
up with the subject of stabilisation corporations, and the Farm 
Board is strongly opposed to these, although many farmers’ 
groups want them and criticise the Board for its lack of interest. 

The fourth function, to encourage organisation of co-oper- 
atives, is really the big point of the immediate programme. 

Emphasis should be given the Board’s intention to focus on big 
central agencies which can dominate their respective commodities 
rather than on small local co-ops. The Board is devoting principal 
attention to terminal market agencies, permitting the hinterland 
co-operative agencies to fall into the x^rogramme in due course. 

Loan Policies 

Many specific powers of the Board to accomplish its purposes 
may be ignored in the present discussion and attention directed 
to the lending of Government money. A sum of $500,000,000 
was authorised by Congress. A sum of $150,000,000 was actually 
made available for use. Of this latter amount, the Board has 
agreed to lend apj^roximately $53,000,000, but it has actually paid 
out less than $12,000,000. The loan policy is not made, but is in 
process of making, and it provides most of the current controversy. 

Four kinds of Joans can"be made ; 

(1) For clearing house associations. These are contemplated 
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mainly for fruits and vegetables, but no plans for them have been 
made and no loans considered. 

(2) For financing membership extension movements by 
co-operatives among farmers. No loans for this purpose have 
been made, but a comparable purpose is supposed to be served by 
the supplemental loans, mentioned below, under (4). 

(3) For enabling co-operatives to acquire physical facilities, 
such as warehouses, processing plants, elevators, etc. A very 
few of these have been made and in small amounts. They are 
to be repaid by amortisation in twenty years. 

(4) For enabling co-ops to advance to their members a larger 
proportion of the market value of produce turned into the co-op 
by the member than would be possible under other financial 
arrangements such as private bank loans and intermediate credit 
bank loans. These are the “ supplemental loans which are 
the subject of so much discussion at present, particularly on 
wheat. They require some detailed explanation. 

Supplemental Loans 

One difl^culty co-operatives have always had in competing 
with private buyers of farm produce is that the co-ops cannot 
advance to members (farmers) as large a pro 2 )ortion of the value 
of produce as the private dealer can pay in an outright sale. 
Many farmers consequently have preferred to sell their crops, 
get their money and close the sale with private dealers rather than 
to deal with co-ops, which, by holding, might expect to obtain 
ultimately a higher price. 

It is now proposed to overcome this difficulty through Farm 
Board loans which may be piled on top of credit obtained from 
other sources, such as private banks and intermediate credit 
banks. The Government loans thus “ supplement the other 
loans. 

These supplemental commodity loans have been made by the 
Board mainly to relatively big co-ops at the rate of around 3 J to 
3 1 per cent. The big co-op is then expected to make loans of its 
own to subsidiary local co-ops at a higher rate, sometimes being 
as much as 2 per cent, above the Government 3J per cent, rate, 
totalling up to 5^ per cent. The local co-op then uses these funds 
to increase the advance to individual farmer members. Thus, 
these advances are loans and not outright payments. The farmer 
pays interest on them at the rate of perhaps per cent., and a 
comparable rate is borne by other loans obtained from private 
banks or intermediate credit banks. The local independent 
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dealer must pay around 6 per cent, for his money, but it is apparent 
that there is not a wide difference between the costs of money to 
the local neighbourhood co-op and to the competing private dealer. 
Of course, any saving in interest charges by the regional or central 
co-operative, of which the local co-op is a member, ultimately 
will be passed back to the local. 

The benefit of cheap Government money to the local co-op 
in its competition with private dealers is not so concrete, therefore, 
as has been indicated by uproarious protests from the grain trade. 
It was over this subject that the recent flurry occurred between 
Chairman Legge of the Farm Board, Chairman Barnes of the 
Chamber of Commerce of the United States, and Chairman 
Caraway of the Senate lobby investigating committee. The 
situation still is much misunderstood. 

H(m Supplemental Loans Work 

Hoav the system actually works can be shown best by an 
example in wheat. The farmer co-op member takes his grain to 
his association and is given the choice of three methods of disposal. 
He can sell it outright for the market price, he can pool it, or he 
can warehouse it for future sale and receive practically the 
market price in a cash advance. The top layer of this cash 
advance is the Government supplemental loan. 

Here enters what is popularly called the ‘‘ pegged price ’’ of 
wheat. Early in the present marketing season, the Farm Board 
declared that on the basis of world supply, wheat was too cheap, 
that if farmers could hold their wheat off the then glutted terminal 
markets the price would rise. To enable farmers to do this, and 
at the same time receive cash for theii’ grain, the Board announced 
loan bases for the ten important terminal markets, based on a 
price of $M8 at Chicago. This meant that a co-operative, after 
borrowing all it could from other sources, could then use enough 
of the Board’s money to enable it to make up 5M8 and to pay 
this to the farmer. Theoretically, this is not “ pegging,” but the 
practical effect has been that enough wheat owners withheld their 
produce from the market so that the market prices have coincided 
rjuite closely with “ loan basis prices.” 

The truth is that very few of these supplemental loans have 
been made. Farmers and co-ops have held for J 1-18 (other prices 
at other markets) merely because of the moral effect of the 
Board’s minimum price declaration, and this is one of the earliest 
examples of the Board’s tremendous influence on prices. It 
shoAvs that the money poAver may be exercised without always 
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lending the money. The test of whether the Board guesses right 
or guesses wrong on price remains to be made, although the 
current price of wheat suggests that the Board was right in saying 
two months ago that $1*18 was an economically proper minimum 
price for wheat. 

Grain Corporation 

The Board caused to be organised the Farmers’ National 
Grain Corporation with $10,000,000 capital, headquarters in 
Chicago and offices in all principal grain terminal markets. It is 
destined to be the farmer-owned, farmer-controlled, but Govern- 
ment-supervised central agency for controlling the wheat market 
of the United States. It is the agency to which Government 
grain loans will be made wholesale at 3J or 3| per cent., and 
through it the loans will find their way down to the farmer. 
The idea is that this corporation ultimately will actually handle a 
large proportion of the grain crop, some say 40 per cent., but this 
is a matter of time, growth and experiment. The grain corpora- 
tion is typical of other central marketing agencies which will be 
set up — one for each commodity. 

Nobody knows how long it will take the grain corporation to 
acquire control of the crop, but some officials think in terms of five 
years. It is largely a problem of getting regional co-operatives 
to engage the Farmers* National as its terminal agent. 

While discussing grain, it may be well to say that it is a 
common question as to whether the whole system under the Farm 
Board will result in the stimulation of production. Many serious 
thinkers fear this will be the case, but the disposition of the Farm 
Board is to feel that conservative management and policies, 
accompanied by acreage limitation to be attempted some time 
hereafter, will counteract any tendency towards expansion of 
production, not only in grain but in other crops. 

Cotton 

The reorganisation of marketing facilities for cotton is com- 
parable to that for grain, although perhaps a little simx>ler. A 
central sales agency for cotton, like the Farmers’ National for 
grain, will shortly bo established. The Federal Farm Board 
already has approved the organisation plans for the proposed 
$30,000,000 National Cotton Corporation. This agency will be able 
to buy large stocks of cotton outright, thus giving it a distinct 
advantage over local co-ops which have been prohibited by state 
laws from buying cotton ; they can only market for their farmer 
members. 
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For cotton, as for wheat, a minimum “ loan basis price has 
been set, thereby providing the foundation for a claim that the 
Farm Board has also “ pegged ” cotton. The price is 10*69 
cents per pound at New Orleans, and varies with other markets. 
Cotton prices have hovered near this point. 

Dairy Products 

When applied to dairy products, Farm Board prospective 
policies run smack up against the several large national dairy 
products combinations sometimes called “ trusts.** Will or will 
not the new system undermine these private companies ? The 
answer probably is “ No,** although this is based more on broad 
speculation than on any definite information from the Farm 
Board. A refinement of the question is this : Will the Farm 
Board finance co-operatives in doing retail business ? 

The Board apparently has no such practical intention, despite 
the fact that it has authority to do so under the law. The Board 
probably will limit itself to aiding in the building up of dairy 
co-ops, which will bring their products to the city gates. It 
might seem to follow logically that this will lead eventually to 
retail distribution by co-operatives having the benefit of cheap 
Government money which their private competitors do not have. 
Expediency probably will dictate a Board policy of refraining 
from encouraging such retail business, however. 

This conclusion is not four-square with the Board’s loan to a 
Cleveland milk producers* co-operative, but that case is not 
considered a precedent and has attracted more national attention 
than it truly deserves. 

There is a strong feeling that the dairy “ trusts ’* are so strongly 
entrenched, and have such efficient distributing systems, that they 
will not be undercut to any material extent by Government 
subsidised co-ops. The fate of small independent distributors is 
not so clear. It is possible that many of them will eventually bo 
forced out of business or employed as agents of co-operatives. It 
is really too soon to form any definite conclusion. 

It is doubtful whether a single national co-operative sales 
agency will be created for the dairy industry. It is more likely 
that regional co-ops, associated with a national clearing house 
for dairy products, will develop. 

Other Commodities 

Live-stock. — central sales agency for live-stock is being 
organised, but co-op internal politics have seriously delayed it. 
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Wool and Mohair. — A central co-operative agency is about 
ready to be incorporated. The price of wool probably will not 
be affected. 

Fruits, Vegetables. — This is a complex industry, and it is 
still a question whether separate corporations should be organised 
for each fruit and vegetable, or at least related crops ; whether a 
big national organisation can handle all, or whether the problem 
will be met by a clearing house. Certainly the clearing-house 
plan will eventually become necessary. 

There are so many small dealers and commission men in fruits 
and vegetables that it is inevitable that many will be driven out of 
business in future years. 

So far, ten commodities have been designated by the Board 
as lines in which co-operative organisation will take place first : 
Grain, live-stock, wool and mohair, cotton, dairy i)roducts, rice, 
tobacco, poultry and eggs, seeds and potatoes. 

Secondary Effects 

Part of the underlying theory of the Farm Board and its 
system is that within a few years many reforms will be effected in 
the marketing of agricultural products by private agencies them- 
selves, acting under the threat of intrusion by Government-aided 
co-operatives. It is felt that iirivate dealers who are now sus- 
picious and offish ” will be either whipped or lured into some 
sort of voluntary co-operation with co-operatives. Such a spirit 
is certainly not ap2)arent at the present time. 

It should be borne in mind that the Agricultural Marketing 
Act directs the Farm Board to work out reforms in marketing in 
any way possible and docs not limit it solely to co-operative 
institutions. 

It will soon be evident that the Farm Board in its capacity as 
banker will impose close supervision over the co-operatives, 
(government supervision is not relished, even by those co-ops 
which need money. Anticipation of supervision is now making 
some of the better organised co-operatives reluctant to apply for 
loans. 

More Money for Farmers 

While engaging in fancy discussion on ways and means of 
improving distribution, it should not be forgotten that the plain 
j)urpose of the new system is to pul more money into farmers* 
])ockets, thus giving them equality.’’ 

In most lines the actual profit margin in marketing or dis- 
tribution is not large. By securing this distribution profit for 
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himself the producer will not find his income spectacularly swelled. 
The fruits of the new system are expected to come rather from the 
“ orderly marketing ” which the Board thinks it can promote. 
The implication is that at present the marketing system controlled 
mainly by private agencies is “ disorderly ’’ in some lines and in 
some degree. Each unit may be efficient enough in itself, but the 
disorder arises out of lack of adequate national machinery, 
national co-operation of private agencies. Perhaps co-operation 
may be infused into privately owned and operating systems. 
“ Unified effort is the term. 

Co-Ops at Present 

The history of co-operatives is full of vicissitudes. Ten years 
ago the whole co-operative movement was considered radical and 
socialistic, and Government encouragement of them was regarded 
as dangerous. They went through a period of rajnd development, 
many being organised from the top down instead of from the 
bottom iq). ilMost of these which sought to manipulate the 
market by year-to-year holding failed in the one way or another, 
one common reason for failure being that production was stimu- 
lated until it overflowed normal channels of distribution. 

At present there are 11,400 farmers' co-operative associations 
in the United States, most of them being local and small. There 
are very few big regional groups and only one or two which might 
be considered national. 

In 1928, all the (.o-ops marketed produce valued at 
$2,300,000,000, as compared with the value of all crops of 
$9,000,000,000. The two figures are not comparable, but merely 
indicate that the co-ops handle a small proportion of the total 
farm produce. 



IKCREASING RETURNS AND THE REPRESENTATIVE 

FIRM 

A SYMPOSIUlvx 

Note by the Editor. — A number of articles have appeared in 
recent issues of this Journal dealing with one aspect or another 
of the problem of Increasing Returns in economic equilibrium, 
and of the Marshallian device of the Representative Firm. We 
may mention more particularly the following : 

Piero Sraffa : The Laws of Returns under Competitive Con- 
ditions, December 1926, Vol. XXXVI. p. 535. 

A. C. Pigou : The Laws of Diminisliing and Increasing Cost, 
June 1927, Vol. XXXVII. p. 188. 

A. C. Pigou: An Analysis of Supply, Jane 1928, Vol. 
XXXVIII. p. 238. 

G. F. Shove : Varying Costs and Marginal Net Products, June 
1928, Vol. XXXVIII., p. 258. 

Lionel Robbins : The Representative Firm, September 1928, 
Vol. XXXVIll. p. 387. 

Allyn Young : Increasing Returns and Economic Progress, 
December 1928, Vol. XXXVIll, p. 527. 

But perhaps the discussion may be said to have been begun 
on broader lines by : 

J. H. Clapham : On Empty Economic Boxes, September 
1922, Vol. XXXII. p. 305*^. 

A. C. Pigou ; Empty Economic Boxes, a Reply, December 
1922, Vol. XXXII. p. 458. 

1). H. Robertson ; Those Empty Boxes, January 1924, Vol. 
XXXIV. p. 16. 

And reference may also be made to : 

J. A. Schumpeter : The Instability of Capitalism, September 
1928, Vol. XXXVIll. p. 361. 

Some further discussion of the matter has now been invited by 
the Editor in the form of the following symposium. We begin 
with a partial rehabilitation of Marshallian orthodoxy on con- 
servative lines by D. H. Robertson, proceed with some negative 
and destructive criticisms by Piero Sraffa, and conclude with 
constructive suggestions by G. F. Shove. 
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The Trees of the Forest 

“ She was rambling on in this way when she reached the wood : it looked 
very cool and shady. * Well, at any rate it"s a great comfort/ she said as 
sho stepped imdor the trees, * after being so hot, to get into the— into the — 
into what ? ' she wont on, rather surprised at not being able to think of the 
word. ‘ I moan to get under the — under the — under this, you know I ’ 
putting her hand on the trunk of the tree. * What does it call itself ? I do 
believe it’s got no name — ^why, to be sure it hasn’t ! * ” — Through the Looking - 
Olasa. 

§ 1 . These notes owe their origin in the main to the interesting 
article ^ in which Mr. Lionel Robbins questions the necessity and 
usefulness of Marshall’s doctrine of the Representative Firm. 
But in the course of them I shall be led also to comment on some 
of the recent developments in that difficult branch of economic 
theory — the Theory of Increasing Returns. 

I shall not attempt to debate Mr. Robbins’ article, with some 
of which I am in agreement, point b}^ point, but will rather set 
out positively the reasons why the Representative Firm still 
seems to me to be a fruitful and indeed an indispensable instrument 
in the construction of a theory of value. 

I 

§ 2. First, it seems to me essential to a right understanding of 
the relation between j)rofits and normal costs of production. 
Mr. Robbins denies this on the ground that it is no harder to 
formulate the conditions of equilibrium on the assumption of 
unequal managerial ability than on the assumjjtion of unequal 
manual skill or unequal fertility of land. “ What is normal profit 
for one [business man] is not normal profit for another, that is 
all. . . . All that is necessary for equilibrium to prevail is that 
each factor shall get at least as much in one line of production as 
it could get in any other ” (p. 393). Now it is fair to admit that 1 
have delivered myself into Mr. Robbins’ hands in this matter. 
For the special purposes of ray difference with the Col wyn 
Committee I laid stress, in the passage which Mr. Robbins does 
me the honour to quote (p. 391, n. 2), on the “ normality ” of the 
representative firm in respect of the personal efficiency of its 
management. This was sufficient for tlic matter in hand ; and 
there are reasons, to wdiich T will return later, for emphasising in 
certain connections this property of the representative firm. But 

^ Economic J<juiiNAT., Sept. 1928. Tlio page references are to this article 
except where otherwise stated. 1 am, I think, in Mr. Shove’s debt in connection 
with the ideas in the first part of my article; atxl in Mr. Sraffa's for saving me 
from a mathoinatieal mistake in the second. 
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a careful reading of Marshall’s exposition {Principles, p. 3 1 7}, quoted 
by Mr. Bobbins, p. 388) shows that it is not its only, nor even, I 
think, its most important, property. The entrepreneur who is 
“ just struggling into business, who works under many dis- 
advantages and has to be content for a time with little or no 
profit,** is not necessarily a man of sub-normal personal capacity. 
Nor is the entrepreneur in charge of a mature firm who is facing a 
run of bad luck ; nor the entrepreneur who is doing his best to 
keep above water the head of an obsolete or top-heavy concern. 
But — and this is the point — ^if we fixed our gaze on the profits — or 
losses — made by any of these people we should get a wrong idea 
of the rate of profit required to attract any given grade of business 
ability into the trade, or into entrepreneurship in any trade, and 
to be counted therefore among the normal costs of production. 
Some trees are tall, says Marshall, and some short. Yes, rej^lies 
Mr. Bobbins, because some are oaks and some are hawthorns. 
True, but not the whole truth : some oaks are taller than other 
oaks, and some hawthorns than other haw'thorns. 

§ 3. I do not, however, agree that the notion of representative- 
ness in respect of personal capacity is unhelpful. To get the issue 
clear, let us ignore the considerations set forth above, and suppose 
that all differences in the fortunes of firms are due to differences 
in personal capacity. The less capable entrepreneurs operating 
in an industry at any time can be divided in thought into two 
classes — those who, while less competent than some of their 
fellows, can maintain a durable footing in the industry and make 
a modest but sufficient livelihood, and those who arc so incom- 
petent that they are on the road to elimination. The latter class 
will (under our assumed conditions) include all those wiio are 
making zero or negative profits and some of those who are making 
positive profits. It is the former class of whom Mr. Bobbins is 
thinlung when he urges that the costs incurred by them are as 
relevant to the determination of value as the costs incurred by 
more able producers ; it is of the second class that Mr. Henderson 
is primarily thinking w-hen he states, in the sentence wiiich I 
quoted and venture to quote again with approval, that “ the 
marginal concern must be conceived as that working under the 
least advantageous conditions in respect of the assistance it 
derives from the strictly limited resources of nature, but under 
average conditions as regards managerial capacity and human 
qualities in general ” {Supply and Demand, p. 60).^ But on 

1 In Mr. Robbins’ citation, a nonsense-making “ not ” has accidentally crept 
in after the fourth word. 

No. 1 67. — VOL. XL. 
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re-reading the rest of the paragraph in which this sentence occurs, 
I concede to Mr. Robbins that it is unfortunately expressed, though 
I think it unlikely that Mr. Henderson has fallen into the blunder 
of “ assuming that in a long period adjustment all producers are 
at least of average ability.” What Mr. Henderson says is, ‘‘ There 
is likely to be available a supply of decent business capacity which 
can be substituted for the most inefficient of existing business 
men.” It would have been better if he had said, “ There is likely, 
human nature being what it is, to be a continuous flow into 
industry of business men of sub-normal capacity, so that as any 
one of them is driven to give up the struggle by the competition 
of more capable persons, another, doomed ultimately to the same 
fate, can be relied on to take his place.” But the correct inference 
would have been the same — that in estimating the costs (excluding 
profit) per unit of a commodity, we shall be in danger of drawing 
wrong conclusions if we look at the costs incurred by producers 
on the road to elimination, even though between them such 
producers may always bo contributing a quite appreciable pro- 
portion of the supply. Supposing, for instance, as may very well 
happen nowadays, we are going in for a bit of State interference 
with prices, we shall be in danger of fixing prices unnecessarily 
high. But we shall not get into any similar peril by fixing 
attention on the costs incurred under the least favourable natural 
conditions. 

§ 4. And having of necessity gone so far in contracting the 
field of our vision, is there not much to be said for going further, 
and temporarily averting our gaze from the costs incurred by the 
more sessile type of less capable producers as well ? Unless we 
are determined to reject altogether the Marshallian method of 
what Mr. Robbins terms partial equilibria, there seems to be a 
good deal of advantage in so doing. That method consists in 
building up the supply schedule for a commodity by aggregating 
the supply schedules for the requisite quantities of the various 
factors of production (Marshall, Principles, pp. 339, 343) ; and in 
following it out it is at the least of high convenience to be able 
to speak of the labour-costs, interest-costs, etc., per unit of product 
for any given scale of output as having an unequivocal meaning. 
Nor does the usefulness of this procedure seem to me impaired by 
the reflection, which seems to Mr. Robbins so damaging (p. 398), 
that a given individual firm which is representative of an industry 
under certain conditions may become unrepresentative if con- 
ditions change while the firm itself remains unchanged. 

I concede, however, that the case for holding the Representative 
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Firm to be worth its keep as an engine of exposition is strengthened 
if we can bring overselves to regard it as being at any moment not 
merely a sort of ghostly epitome of conflicting tendencies, but 
also in some sense a typo or mode. I am glad, therefore, to be able 
to cite Professor Pigou’s opinion {Economics of Welfare, 3rd ed., 
p. 788, n. 1) that Marshall’s representative firm is meant to be 
“ a firm of, in some sense, average size ... a typical firm, built 
on a scale to which actual firms tend to approximate,’* and that 
there is good evidence that “ this conception is appropriate to 
actual conditions.” Accordingly, I do not share Mr. Robbins’ 
view that the device is useless for the purpose of “ the simpli- 
fication of practical inquiry.” Of course, for those who are 
capable of using it, a scheme of distribution about an average is 
always a prettier tool than a bare average. Of course, too, we 
must be careful : even if cyclical movements are eliminated, the 
realised profits of a modal firm in an industry which is undergoing 
progressive expansion may continuously exceed its expected 
profits, thus giving rise to something analogous to pure rent, which 
American writers have called “ pure profit.” I doubt if Marshall 
was ready enough to recognise this ; but I do not think his con- 
servatism in this respect seriously impairs the sharpness of the 
instrument which he forged. 

§ 5. But there is a further point. So far at any rate as the 
“ sessile ” entrepreneurs of inferior capacity are concerned, I have 
hitherto tacitly accepted Mr, Robbins’ view that all that can be said 
about their supply- price is that their reward in the industry under 
examination must be at least equal to what they can get elsewhere. 
But, as Marshall points out {Principles, p. 578), there is an 
important distinction to be drawn between differences in the 
fertility of land and differences in the capacity of human beings. 
Hawthorns do not suppose themselves to be oaks ; but persons 
who turn out to be of inferior capacity are often painfully surprised. 
‘‘ A great part of a person’s success in any occupation depends on 
the development of talents and tastes, the strength of which 
cannot be clearly predicted unless he has already committed 
himself to a choice of occupation.” Thus from one, and perhaps 
the most important, point of view there is no such clear distinction 
as might at first appear between differences in personal capacity 
and those differences in circumstances which were discussed in § 2. 
“ A youth when selecting an occupation, or his parents when 
selecting one for him, are very far from leaving out of account the 
fortunes of successful men.” From this point of view the profits 
of men of normal capacitj’’ can truly and helpfully be regarded as 
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the supply-price of men of super-normal and sub-normal capacity 
as well.^ 


II 

§ 6. I pass on to more difficult matters. The concept of the 
Representative Firm is, in my judgment, essential to an under- 
standing of the theory of increasing returns. I have not been able 
to understand the passage (pp. 398-9) in which Mr. Robbins denies 
this, and am compelled, therefore, to approach the whole matter 
ab initio. 

The root difficulty about increasing returns has always been 
to understand how, where they prevail, equilibrium can exist 
without the whole supply of the commodity in question becoming 
concentrated in the hands of one producer. It will, I think, be 
convenient to tabulate the various ways of tackling this problem 
which have been adopted by recent authorities. 

(1) Some writers, including Professor Schumpeter,* deny 
altogether the validity of the so-called long-period descending 
supply-curve. Such a curve, they hold, can only represent a 
record of historical events, and not — as a true supply-curve 
should — a series of conditional sentences. This seems to be a 
counsel of despair, which Marshall considered and rejected 
(Principles, p. 459 n.). 

(2) Mr. Sraffa has argued (Economic Journal, 1926, pp. 
335-50) that the theory of competition is unequal to dealing with 
the problem, and that though monopoly in the ordinary sense 
does not prevail, recourse must be had to the theory of monopoly, 
which will yield a determinate result (loc. cit., p. 548). As Mr. 

* The object of pooling arrangements is, or may bo (for, of course, they some- 
times aim at the exaction of monopoly profits), to establish competitive equUibrium 
without the cruelties of actual competition. While, therefore, it is a valid argu- 
ment against such schemes that these may tend to penalise elEciency, it is not» 
in my judgment, a valid argument that under them some of the customers 
would be getting their stuff at less than it actually cost to produce it (Pigoii, 
EconomicB of Welfare, 3rd ed., p. 241 n.). For even if by cost we mean, as I think 
Professor Pigou does in this connection, cost excluding profit, exactly the same 
thing is true under ordinary competition so far as there are always some producers 
who for one reason or another are producing at a loss. And if, in accordance with 
the arguments of §§ 2 and 5, we count among the *' costs ” of sub-normal firms 
the profits which they had expected or are still expecting to obtain, the same thing 
is true under ordinary competition of the whole of the output of such firms. Thus 
the alleged difference between pooling arrangements and actual competition does 
not exist. 

* Economic Journal, 1028, p. 367. Gf. Silberling, Graphical Illustrations 
of the Laws of Price/' American Economic Review, Sept. 1924, pp. 431, 436. I 
regret that in my article in the Economic Journal, 1024, 1 capitulated to this 
view as regards certain kinds of increasing return. 



1930] INCREASING RETURNS AND THE REPRESENTATIVE FIRM 85 


Sraffa points out, Marshall himself uses this device as an auxiliary 
weapon.^ 

(3) Professor Pigou, in his treatment of the problem, appears 
for a long time to have relied mainly on the possibility that 
external economies of large-scale production, of the kind described 
by Marshall {Principles, pp. 266, etc.), may exist on so important a 
scale as to bring it about that while each individual firm is working 
under conditions of diminishing return, the industry as a whole is 
working under conditions of increasing return {Economics of 
Welfare, 1st ed., p. 940). In a qualifying phrase in the second 
edition (p. 745), and in a reply to the present writer in the 
Economic Journal (1924, p. 31), a loophole seemed to be left 
for the action of internal economies of large-scale production even 
under competitive conditions. But in 1927 the door was closed 
again. “ Reductions in cost/’ Mr. Sraffa had written in 1926, 
“ connected wiith an increase in a firm’s scale of production, 
arising from internal economies or from the possibility of dis- 
tributing the overhead charges over a larger number of product 
units, must be put aside as being incompatible with competitive 
conditions.” “ What [Mr. Sraffa] says about internal economies,” 
conceded Professor Pigou in 1927, “ must be accepted. The 
representative firm must be conceived of as one for which, under 
competitive conditions, there is, at each scale of aggregate output, 
a certain optimum size, trespass beyond which yields no further 
internal economies ” (Economic Journal, 1927, p. 195). He 
proceeded to argue, in opposition to Mr. Sraffa, that external 
economies of the usual type are adequate to produce compati- 
bility between the prevalence of competitive conditions and the 
prevalence of increasing returns. There for a time the matter 
rested. 

(4) Professor Allyn Young, in his address to the British 
Association (Economic Journal, 1928, pp. 257-8), extended the 
conception of external economies to include those cheapenings of 
cost which occur as the result of “ the progressive division and 
specialisation of industries,” which is “an essential part of the 
process by which increasing returns are realised.” We are bound, 
for instance, to take into account not merely the reduction in the 
costs of the typical cotton-weaving concern which arises out of the 
improvement of cotton-weaving machines, but the reduction in 

* * ** When we are considering an individual producer, we must couple his 
supply-curve, not with the general demand-curve for his commodity in a wide 

market, but with the particular demand-curve of his own special market. 
Principles, p. 468, n 1. 
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the costs of cotton goods which arises out of the differentiation of 
cotton-spinning from cotton-weaving. As thus glorified, external 
economies would certainly seem to become more nearly capable of 
bearing the burden laid upon their shoulders by Professor Figou. 

(5) Meanwhile Professor Pigou’s own mind seems to have 
moved in the same direction. In the imposing structure first 
presented in this Journal (June 1928), and afterwards embodied 
in the third edition of Economics of Welfare, he makes it plain, 
like Allyn Young a few weeks later, that the costs of an individual 
firm may be lowered owing to its own increasing specialisation, 
this latter phenomenon in turn being due to the growth in size of 
the whole industry, and thus properly regarded as an external 
economy. But he takes a further step. This growing specialisa- 
tion, he says, is quite probably (though not necessarily) accom- 
panied by an increase in the size of, and therefore in the internal 
economies of large-scale production enjoyed by, the individual 
firm. Thus we are introduced to an important hybrid type of 
economy of large-scale production — ^the external-internal, whose 
nature is such that it emerges as a result of those, and only of those, 
increases in the size of the individual firm which are directly caused 
by increases in the size of the industry as a whole. 

The ingenuity of this analysis is considerable. For it makes 
some concession to the insistent claim of common-sense that what 
are usually thought of as internal economies of large-scale pro- 
duction have something to do with increasing returns under 
competitive conditions, without surrendering the mathematicians’ 
central position — ^that increasing returns are incompatible with 
competitive equilibrium unless the representative firm is working 
under such conditions that it has no motive to take the initiative 
in increasing its owm output. Since Mr. Robbins never (so far as 
I can make out) mentions the existence of the dilemma which has 
given rise to all this pother, it is much to be desired that he should 
tell us whether he is satisfied with Professor Pigou’s solution, and 
if so how he holds that it could have been attained without the 
device of the representative firm.^ 

§ 7. My own feeling is that Professor Pigou’s present analysis 
is, like its predecessor, a possible method, and that, owing to the 
broadening of the conception of external economies, it is, unlike 
its predecessor, a plausible method, of reconciling the contra- 
diction; but that it is not the line of approach which springs 

^ For the sake of continuity, I venture to adhere to this phrase. The reader 
should consult Professor Pigou^s own explanation of the difference between 
his “ equilibrium firm ” and Marshairs “representative firm” (op. cit., p. 788 n.). 
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most naturally either out of Marshall’s suggestions or out of the 
observed facts. It must be remembered that where external 
(including the new external-internal) economies of large-scale 
production are absent, it is still impossible, under Professor 
Pigou’s analysis, for competitive equilibrium to coexist with 
increasing returns (op. ciL, p. 793). The value of the concession 
made to common-sense depends, therefore, on how many of the 
observed internal economies of large-scale production we can 
fairly speak of as being caused by expansions in the size of the 
whole industry. Now it is doubtless true, as Marshall and Pigou 
observe, that the growth of an industry and the growth of its 
constituent firms frequently proceed more or less pari passu. But 
it seems to me rash to infer from this that the bulk of the observed 
internal economies of large-scale production are of the derivative 
nature which we are invited to suppose. One might as well argue 
that the growth in the individual bones of a baby arc the result of 
the growth in its skeleton. If we take an increasing return 
industry which is out of equilibrium, with demand price in excess 
of supply price, and watch its progress towards equilibrium, we 
must surely conclude that frequently the main factor in this 
process is the scramble by individual firms, regardless of the 
actions of their neighbours, to reap the direct advantages of large- 
scale organisation and plant — advantages which have always 
been obvious and arc in no sense being brought into existence, 
either through the medium of increased specialisation or in any 
other way, by the growth in the output of the industry as a whole. 
The question is whether this process, which admittedly does not 
always end in the abandonment of competition, can or cannot be 
played upon by the mind with any success without abandoning 
the theory of competition. 

§ 8. Professor Pigou holds that it cannot, and therefore appears, 
at least, to ignore its occurrence. Mr. SrafEa holds (or held in 
1926) that it cannot, and therefore invokes the theory of monopoly. 
I venture to suggest that Marshall, while not rejecting Professor 
Pigou’s external economies and Mr. Sraffa’s monopoly theory as 
auxiliary weapons, held that it could. But he did not pretend 
that it was easy ; and the famous metaphor of the trees of the 
forest was meant, as it seems to me, to assist the reader in making 
a more violent effort of the imagination than most of those who 
have quoted it have realised. The matter can best be explained 
with the aid of individual cost-curves of the type designed by 
Professor Pigou. 

Suppose an industry in which there are no external economies 
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of any kind. Then in equilibrium, says Professor Pigou, price 
must equal both the average costs and the marginal costs of the 
equilibrium firm (PM, Fig. 1), which is therefore working under 
conditions of increasing cost : while the industry as a whole cannot 
obey the law of increasing returns. I suggest that Marshall 
thought that equilibrium might be legitimately conceived with 
the representative firm working under conditions of decreasing 
cost, with price equal to the average costs of that firm (PM, 
Fig. 2), and with the industry as a whole obeying the law of 
increasing returns. That, says Professor Pigou, cannot be; for 
with a price PM in excess of its marginal costs QM, the repre- 
sentative firm will have an inducement to expand its output, and 
therefore equilibrium will not exist. But that, it seems to me, is 
where the trees of the forest come in — certainly, in Marshall’s text 




(Principles f p. 317), that is exactly the point of the argument — an 
apparent impasse — at which they arc introduced. There is no 
identifiable entity, with a continuing will and purpose of its own, which 
has both the power and the inducement to expand its output, — that is 
the point, Messrs. Smith and Robinson are at the moment a repre- 
sentative firm — they liave all the concrete properties — normality 
of size, efficiency, etc. — commonly thought of as belonging to 
the Representative Firm ; but they have not the latter’s quality 
of being able to expand output indefinitely at a lowered cost per 
unit. That quality belongs to no firm whose name is to be found 
in the directory. If we may risk another metaphor, Messrs. Smith 
and Robinson are a collection of water-drops at this moment 
forming part of a wave, and sharing all the obvious physical 
properties of the wave — its colour, saltness, present location in 
space, etc. — ^but not its continuity of existence with the wave of 
five minutes later. Hence wo can truly make certain statements 
about the wave (such as that it travels at so many miles per hour) 
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which we could not truly make about the water-drops called Smith 
and Robinson. And the fact that the Representative Firm ** is 
to be conceived of as working under conditions of decreasing cost 
proves not incompatible with the fact that Messrs. Smith and 
Robinson will never obtain a monopoly of the whole trade. 

To put the same point in another way. On my view, it is not 
necessary to suppose that under increasing returns the average 
cost -curve of the Representative Firm must alter its position or 
its shape (Pigou, op, cit,, p. 799) as the output of the whole industry 
alters, or to regard it as anything other than a small-scale replica 
of the supply-curve of the industry as a whole. All that is 
necessary is to be on one’s guard against identifying it with the 
cost-curve of any firm whose name is to be found in the directory. 
I am quite aw^are that the position cannot be cleared up mathe- 
matically : so was Marshall, and issued stringent injunctions 
against making the attempt {Principles, p. 460). But I think it 
throws an ampler flood of light on the turmoil of what happens in 
real life than recourse to the notion that the baby’s bones grow as 
the result of a growth in its skeleton. 

To return, however, to Mr. Robbins. Professor Pigou uses the 
conception of the Representative Firm in one way, I suggest that 
Marshall meant it to bo used in another, to tackle the puzzle of 
competition under increasing returns. Will Mr. Robbins tell us 
exactly how he proposes to tackle it, once he has cast the 
Representative Firm into the sea? 

D. H. Robertson 


A Criticism 

§ 1. The following comments on Mr. Robertson’s paper refer 
only to the sections in which he deals with the problems of 
increasing returns. 

Mr. Robertson, in paragraph 7 of his paper, undertakes to 
indicate a line of approach by which competitive equilibrium 
may be reconciled with a state of increasing returns (arising from 
internal economies) for the individual firms. In order to do this, 
he takes “ an increasing return industry which is out of equili- 
brium, with demand price in excess of supply price, and finc^ 
that “ the main factor ” in its progress towards equilibrium is 
“the scramble of individual firms ... to reap the direct 
advantages of large-scale organisation and plant, advantages 
which have nothing whatever to do with “ the growth in the out- 
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put of the industry as a whole ” ; in other words, the main force 
in operation is that of individual increasing returns (i.e. internal 
economies). 

Whereupon he proceeds to ask whether this process “ can or 
cannot be played upon by the mind with any success, without 
abandoning the theory of competition.” To this question, those 
who regard competitive equilibrium and a state of individual 
increasing returns as contradictory assumptions, give a negative 
answer — so Mr. Robertson thinks. 

But Mr. Robertson, I submit, is mistaken ; for nobody gives 
that answer. If there is no equilibrium, it is not denied that 
internal economies may be the main force in operation (whether 
they are, or not, depends upon the kind of disequilibrium assumed): 
it is only denied that in a state of equilibrium they can be. Indeed, 
it is just because internal economies are regarded as one of the 
forces which make for equilibrium, that it is said that they cease 
to act at the point of equilibrium. For the expression “ the point 
of equilibrium ” is only a shorter name for describing the point 
at which those forces cease to act, being exactly counterbalanced 
by equal and opposite forces (in our case the disadvantages of 
increasing size balancing internal economies). Now, if Mr. 
Robertson thinks, that internal economies are ” the main factor ” 
in the “ progress towards equilibrium,” how can he at the same 
time hold that they go on acting undisturbed beyond that point ? 
If they do, the point will be passed unnoticed, and what we had* 
called a point of equilibrium turns out, after all, not to have 
been one ; and if they do not, the point of equilibrium will be the 
turning-point, where costs per unit cease to diminish and begin 
to increase, i.e. the point of minimum costs per unit. 

Mr. Robertson appears to complain that this point of view 
under-estimates the importance of internal economies. I suggest 
that, far from this being the case, it is his own solution which, by 
regarding individual increasing returns as consistent with any 
state of an industry (in, or out of, equilibrium), necessarily 
excludes internal economies from being a factor in the determina- 
tion of equilibrium. 

§ 2. It is with some diffidence that I attempt to criticise Mr. 
Robertson’s concluding paragraph ; for the difficulties which he 
warns us to expect are not diminished, for students of economics, 
by the use he makes of analogies. At the critical points of his 
argument the firms and the industry drop out of the scene, and 
their place is taken by the trees and the forest, the bones and the 
skeleton, the water-drops and the wave — indeed all the kingdoms 
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of nature are drawn upon to contribute to the wealth of his 
metaphors. 

If I rightly understand it, the argument wrapped in the 
analogies may be put as follows. Suppose that a change in the 
environment produces a change in the colour of an animal species, 
say from brown to white, through the operation of natural selection. 
We may then say that “ the representative individual ” has 
changed his colour, although not a single individual has changed 
colour during his lifetime. Similarly, if an increase in the demand 
for the product of an industry leads to its expansion, the industry, 
when the new equilibrium is reached, will be composed of larger 
firms producing at lower costs, as compared with the firms of 
which it was composed in the old position of equilibrium; but 
the new firms will not be the same firms which existed in the old 
state of things. Indeed, all the old firms may have perished in 
the process, being unable to expand their output, without an 
increase of costs per unit; the old representative firm, Messrs. 
Jones and Robinson, will have gone bankrupt owing to the 
competition of the new representative firm of Messrs. Smith and 
Brown, who produce a larger quantity at a lower cost than the 
former did. We may not say “ an increased quantity at a de- 
creased cost/’ for these new gentlemen have no past history to 
be compared with their present achievements. But the “ repre- 
sentative firm ” can be said to have increased its size and 
decreased its costs ; for it is not a firm, but a position occupied 
by a firm, and while the occupant becomes another, the position 
remains the same. 

Therefore, while a particular firm cannot be in equilibrium 
at a point of diminishing costs on its supply-curve because it 
would be driven to increase its output, the representative firm 
can be in equilibrium under similar conditions; because in its 
case an increase of the quantity produced implies (not an increase 
in the output of a particular firm, but) the substitution of a larger 
firm for a smaller in the representative position. So that efich 
successive point on the supply-curve of the representative firm 
corresponds not only to a different quantity produced, but also 
to a different firm producing it. 

If this represents the substance of Mr. Robertson’s line of 
approach, I cannot see how it helps to reconcile the contradiction. 

The argument, though differently expressed, remains the same : 
so do the objections. When individual firms retained their 
identity throughout the discussion, the question which Mr. Robert- 
son had to answer was : “If firms could increase their output and 
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thereby reduce their costs — why didn’t they increase it before the 
expansion of the industry ? ” Now that firms lose their identity, 
the question to be answered is : “ If the new firms can turn out a 
larger output at a lower cost than the old firms, why didn’t they 
come into existence before ? Why in the new, and not in the old 
position of equilibrium ? ” 

It is necessary to remember that external economies of every 
kind are supposed to be absent ; and external economies include 
all the means by which a change in the output of the industry can 
affect the conditions of production of individual firms. Any 
increase in marketing facilities is excluded, perfect competition 
being assumed throughout. Therefore, an expansion of the 
industry cannot produce any circumstances which favour large 
firms ; why then, if the expansion of the industry docs not pro- 
vide a reason, do the large efficient firms appear after the ex- 
pansion, and not before ? 

The analogy with the colour of animals proves to have been a 
false one ; for, in that ease, in the new' circumstances the white 
individuals were superior to the brown ones, whereas in the old 
circumstances the brown ones were superior to the white ones. 
But in Mr. Robertson’s industry the big firms have the same 
superiority (low'er costs) over the small ones, both in the old and 
in the new' circumstances. 

Piero Sraffa 


I must make my comments on Mr. Sraffa ’s criticism as brief 
as possible, 

§ 1. (1) He allows me to picture the representative firm 
rushing down the road of individual decreasing costs, while 
demand price rushes down the road traced out for it by diminish- 
ing utility. Docs it not require something like a special inter- 
position of Providence to ensure that the exact point at which 
these two roads (built by independent firms of engineers) cross is 
also the point at which the first road turns uphill I 

(2) Because I regard diminishing utility as always operative, 
am I debarred from regarding it as a factor in the determination 
of equilibrium ? And if not so with diminishing utility, why so 
with internal economies ? 

§ 2. Mr. Sraffa objects to my (and Marshall’s) poetry, as I 
feared he would. But it does not require a sense of poetry, but 
only of human nature and of history, to refrain from asking — 
as in effect Mr. Sraffa asks in this section — why slavery was not 
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abolished or the Channel Tunnel built at the earliest moment at 
which the world would have been better f^'r the change. 

D. H. Robertson 


§ 1. (1) If Mr. Robertson asked my permission, I certainly 
should not allow him to have “ demand price rushing down the 
road traced out for it by diminishing utility ; demand price is 
assumed to be constant with respect to variations in the output 
of an individual firm in a competitive market (this is merely the 
definition of free competition). 

Therefore the two roads do not cross : one of them (the 
“ market demand curve ” for the products of an individual firm, 
which is a straight line parallel to the axis of X) is tangent to the 
other (the individual costs curve) at a point of minimum costs. 
This result does not require the intervention of Providence; it 
requires, however, that the assumptions underlying the whole of 
Marshall’s analysis should not be forgotten. 

(2) The analogy with diminishing utility is likely to prove 
confusing if taken literally ; but it is close enough for the argu- 
ment in hand. According to Marshall, the consumer is in equili- 
brium when the utility of consuming a further unit is exactly 
balanced by the cost of acquiring it; similarly, the firm is in 
equilibrium when the internal economies due to an additional 
unit of product are exactly balanced by the disadvantages of 
expansion — and this happens at a point of constant returns. 

§ 2. Does stating that in equilibrium water in communicating 
vessels is at the same level, amount in effect to asking why rivers 
have not ceased to flow long ago ? But lam not even stating as 
much. I am trying to find what are the assumptions implicit in 
Marshall’s theory ; if Mr. Robertson regards them as extremely 
unreal, I sympathise with him. We seem to be agreed that the 
theory cannot be interpreted in a way which makes it logically 
self-consistent and, at the same time, reconciles it with the facts 
it sets out to explain. Mr. Robertson’s remedy is to discard 
mathematics, and he suggests that my remedy is to discard the 
facts; j)erhaps I ought to have explained that, in the circum- 
stances, I think it is Marshall’s theory that should be discarded. 

Piero Sraffa 
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The Representative Firm and Increasing Returns 

§ 1. The remarks which follow have developed out of a short 
note pleading for a change in the classification and labelling 
of “ the external and internal economies of large-scale produc- 
tion/' This reached the editor at the same time as the foregoing 
article and has, at his request, been recast in the form of a com- 
mentary upon it. 

I 

§ 2. I am in complete agreement with the main point made 
by Mr. Robertson in the first part of his article : viz. that the 
notion of a ** representative firm " was intended to allow for 
much else besides differences in the ability of entrepreneurs. To 
say that a firm is “ representative " implies, as he shows, much 
more than that it is managed with normal ability ; and I am in 
general 'agreement with his account of what it does imply and of 
the part which the conception plays in Marshall's theory of 
competitive equilibrium. Nor do I deny for a moment that 
this ingenious device succeeds in its purpose : that it is one 
way of explaining what it sets out to explain and allowing for 
what it sets out to allow for. But when Mr. Robertson goes 
on to claim that it is indispensable, that it is the only way of 
explaining and allowing for these things, I part company with 
him and side with Professor Robbins. In my view, it is possible 
(and not difficult) to construct a theory of competitive equilibrium, 
based on the distribution of resources into the uses which their 
owners consider most advantageous, in such a way as to meet 
all the difficulties raised by Mr. Robertson without introducing 
the representative firm at all. The way in which, as I believe, 
the difficulties raised in the first part of his article should be met 
may be roughly indicated by a passage from an unpublished study 
of the relations between cost and output on which I have been 
engaged for some years. 

§ 3. “ The device of a ‘ representative ’ or ‘ equilibrium ' firm 
is not used. [As Prof. Robbins has observed] this conception is 
not necessary to the theory of competitive equilibrium. But, if 
it is discarded, care must be taken to allow for those character- 
istics of long-period equilibrium which its inventor (Alfred 
Marshall) intended it to display. Of these the chief seem to be 
as follows. 

‘‘ (1) If an entrepreneur has special aptitude or opportunities 
for the work in which ho is engaged his earnings will be appreoi- 
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ably higher than the return he could earn in any other occupation. 
Appreciably higher also than the earnings of other entrepreneurs 
in the industry having about the same general capacity, but 
v^ithout these special advantages. This rent of special aptitude 
or opportunity is compatible with equilibrium and admits of a 
wide variation in the rates of profit earned by individual entre- 
preneurs. Similar statements hold of employed workpeople and 
other agents of production. 

“ (2) In detennining the actual earnings of individual entre- 
preneurs and other units of resources, the element of luck plays 
an important part. For this reason, even if we take entre- 
preneurs (or units of other resources) with exactly similar capacities 
and opportunities, we shall find wide differences in their earnings 
— ^since some will enjoy good, others bad fortune. What equi- 
librium requires is not equality of the actual earnings, but equality 
of the mathematical expectation of earnings (or more strictly the 
mathematical expectation of “ net advantages **) for similar units 
in different uses.^ 

“ (3) Quite apart from the element of luck, the profits of a 
firm are likely to be at different levels at different stages in its 
career : low perhaps when it is first struggling to get a footing, 
rising rapidly when it is becoming firmly established and is 
growing to its full stature, slowing down when it reaches maturity, 
and finally falling away again as the capacity of those in control 
begins to decline or the rigidity of routine sets in. Even assum- 
ing equal ability in the management and equal luck, there is no 
tendency for firms, whether in the same or different industries, 
to show the same rate of profit unless they are at the same stage 
of their development. The earnings of a skilled employee are 
likely to follow a somewhat similar course, begimiing low when 
he is learning the trade, rising to a maximum when he becomes 
a fully equipped craftsman, and declining again as old age comes 

' As Mr. Robertson observes, men tend to over-estimate their capacities and 
therefore their prospective earnings ; and the choice of an occupation depends not 
so much on a man's ocluof prospects as on his estinuUe of them— on the ** sub- 
jective ** or “ psychological ” expectation of earnings rather than the “ objective ** 
or mathematical " expectation. But this fact does not invalidate the state- 
ment made in the text. Provided that the owners* “ subjective ** expectations 
have a definite relation to their “objective” prospects, the supply of their 
resources can be treated as a function of the latter. For example, Mr. Robertson’s 
incompetents who are “ on the road to elimination *’ enter the trade because they 
believe themselves to have a good chance of making a positive profit of a certain 
magnitude, although in fact the expectation of earnings for entrepreneurs of their 
calibre is sero or negative. But, given their optimism, a zero or negative expecto- 
tion is sufficient to attract them and may therefore be treated as the supply price 
of their services. 
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on. The same thing holds of some other agents. Hence the 
expectation of earnings which attracts a unit of resources to a 
given occupation must be calculated by reference to their probable 
course over its whole career, future prospects being appropriately 
discounted to allow for their distance in time.^ 

(4) Equilibrium for the industry as a whole does not imply 
that all (or indeed any) of the individual firms are in equilibrium : 
every one may be either expanding or contracting, provided that 
the rates at which tho output of the growing firms is exj^anding 
and that of the declining firms contracting are such as to leave 
the aggregate output unchanged. Indeed, it is in the highest 
degree improbable that all or even a large proportion of the firms 
in an industry will be in equilibrium at the same moment, for at 
any given moment an established industry is likely to contain 
businesses at every stage of development. What is necessary for 
equilibrium is that a general expansion or contraction in the scale 
of the business unit should not bo profitable. In other words, 
that it should not be profitable to concentrate the resources of the 
industry on a smaller, nor to distribute them over a larger, number 
of firms. 

“ The representative firm is an appropriate and indeed brilliant 
device for displaying these facts when we want to depict equi- 
librium as resulting from the rise and fall of individual houses 
of business ; but when, as in the present paper, we look at it as 
arising from the ebb and flow of resources of all kinds from one 
occupation to another, a different method of allowing for the 
same facts is called for. 

“ We must then say that the attraction exerted by a particular 
occupation on a particular unit is the mathematical expectation 
of earnings in that occupation for a unit of resources with the 
character and aptitudes of this one (thus allowing for (2) and (1)) ; 
that this expectation is to be reckoned by summing the series of 
its probable earnings at each stage in its career (thus allowing for 
(3)) ; and that it must be calculated on tho assumption that 
resources within the industry in question are distributed between 
firms in the most profitable way (thus allowing for (4)).” 

^ For most purposes it is convenient, and for many it is necessary, to treat the 
various acts of “ labour ” or of “ waiting ” or what not performed by tho same 
individual as separate units of resources. We must then say tliat the relevant 
“ expectation of earnings ” is the addition which the employment of the unit in 
one industry would make to its owner’s expectation of income (summed through 
time), account being taken of its effect upon his facilities for supplying other 
units to this and other occupations, and upon their efficiency there. What 
follows should be read in the light of this warning. 
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Without entering into detail or attempting strict accuracy, 
some further elucidation of the last i^oint may be offered. 

§ 4. The earning capacity of the resources employed in an 
industry depends partly on the way in which they are distributed 
between the firms engaged there : i.e. on the scale of the business 
units in the industry. If f€o is the expected eiirning of any 
unit of resources, or more accurately for a unit having the 
character and aptitudes of the unit, when attached to the 

firm to which it is in fact attached ; Ki, f €2 r€q what its 

prospective earnings would bo if it were attached to each of the 

q other firms in the industry respectively ; r/i, 

the costs of transferring it to them (i.c. the earnings expectation 
of which would just suffice to compensate for the cost of move- 
ment) ; and rPiy rp^ rPq the strength of its owner s prefer- 

ences for employment in its pre.sent firm as compared with each 
of the others {i.e, the earnings expectation of which would just 
suffice to overcome these preferences — which may, of course, be 
negative) : then, equilibrium requires that r^o should be not less 
than 


(r€l — — rPi), (^€‘2 r/^ 2 ) • • • rtq — rpq) \ 

i.e. every unit of resources must be so placed that its owner 
considers he would not gain by moving it to another iinn.^ The 
cquilibrivim position of the resources will, of course, depend on the 
initial distribution assumed as a starting-point ; for this will 
affect transference costs (and perhaps preferences). Hence the 
distribution of resources reached in cquilibriinn is not the most 
advantageous absolutely but the most advantageoiis relatively to 
the. initial distribution assumed as a starting-point. The notion 
of a single equilibrium position uniquely determined without 

^ It is commonly hold that under conditions of simple coinpi*tition the earnings 
of a unit of rcsouives are equal to tho value of its private in't produet (j.r. the 
addition which it makes to the productivity of the resources employed along with 
it in the same firm). Thi.s is true if we assume that there is perfect mobility of 
rosources and no cost of transference between firms : that those who own or use 
resources know the terras of oinployment in everj' part of tho market : that the 
owners of resources have no preference for one firm as against another : and that 
no imit of resources is specially adapted to employment in one firm rather than in 
another. Tliose assumptions are highly artificial, but they are convenient for 
some purposes and are commonly made. If they are made, our p's and f’s 
disappear and our c’s become equal to one another and to tho value of our unit's 
expected private net product in the industry. We can then say that, in equili- 
brium, every unit of resources must be so placed as to make tho value of its 
prospective private net product a maximum : and, if wo further assume a perfect 
market in the product (so that every unit of product is sold at the same price), that 

must be so placed as to make its prospective physical private net product a 
maximum. 

No. 157. — VOL. XL. 
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reference to a specified starting-point is quite baseless : there 
are numberless equilibrium positions, each corresponding to a 
particular starting-point.' 

Now the prospects offered by the various firms will be con- 
stantly fluctuating with changes in their luck, their age, the 
efficiency of their management and so on. Hence there will be 
a continual ebb and flow of resources from one firm to another : 
what equilibrium requires is simply that the distribution of 
resources should be such that this process of reshuffling cannot 
give rise to any general increase in earning capacity (measured 
in terms of net advantages), but merely prevents its deterioration 
by moving resources from points where prospects are worsening 
to those where they are improving. Although, that is to say, 
readjustments will be continually going on and resulting in the 
enlargement of some firms and the contraction of others, each 
new distribution of resources (and therefore of output) between 
businesses must leave the effectiveness of the general arrange- 
ment — of the “ scheme,” so to speak, or “ pattern ” of distribu- 
tion — unchanged : the division of output and resources between 
firms must always remain the most advantageous that is possible 
with the degree of knowledge ami intelligence prevailing among the 
persons engaged in the industry (which is, of course, given and 
constant). 

The clause which I have italicised is of some practical import- 
ance ; for it will often happen that a concentration of resources 
which would be advantageous to the whole body of persons 
concerned if it were carried through by the common action of 
all the entrepreneurs in a trade (or a largo proportion of them) 
cannot profitably be achieved by the piecemeal expansion of 
individual businesses or a gradual process of absorption, and is, 
in fact, rendered impossible by the too narrow attention of a 
few individuals to their own immediate self-interest. (A situation 
of this kind is said to exist in the British cotton-spinning and coal- 
mining industries at the present moment.) For this reason also 
equilibrium docs not require that the scale of business should be 
the most profitable in an absolute sense. It does, however, require 
that it should he the most profitable which is possible given the degree 
of intelligence, foresight and corporate spirit prevailing in the 
industry and the initial distribution assumed as a starting-point, 

> Theso considerations are, of course, much more important in connection with 
the distribution of resources between industries and grades (or procosses). In 
practice, the past history of our world gives us our starting-point and determines 
the equilibrium position uniquely. But the equilibrium is still relative to the 
starting-point. 
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§ 5. The influences which determine the distribution of 
resources between industries can be analysed on similar lines. 
In equilibrium, every unit of resources must be so placed that its 
owner does not consider he would gain any advantage by moving 
it to another industry — the prospects oflEered by movement to 
other industries being calculated in the manner indicated above, 
so as to allow for costs of transference and the owners’ preferences.^ 
One advantage claimed for this line of approach is that it 
enables us to allow for any required degree of heterogeneity in 
the various units of resources which are customarily lumped 
together under a single label such as ‘‘ labour,” “ waiting,” 
“ land ” and so on. It would still be appropriate even if we 
assumed that every unit of “ labour,” waiting ” and the rest 
differed from every other in all the relevant characteristics {i.e. 
earning capacity in the various firms and industries, costs of 
movements and owner’s preferences). Indeed the much more 
elaborate analysis on which this rough summary is based was 
undertaken largely on account of the infinite variety of productive 
resources which is encountered in practical life. To me, at any 
rate, the economic problem presented by the real world seems to 
be much more a question of sorting out and fitting each into its 
appropriate niche a vast number of heterogeneous individuals 
and activities than of regulating and directing into the proper 
channels largo homogeneous streams of standardised productive 
agents : a jig-saw puzzle rather than a problem in hydro- 
dynamics. And I am gratified to find that Professor Robbins 
hiis reached a somewhat similar conclusion. 

Mr. Robertson, however, seems to think differently, for (follow- 
ing a hint of Marshall’s) he wishes to “ build up the supply schedule 
for a commodity by aggregating the supply schedules of the various 

^ In fact the rules governing the distribution of resources between finns and 
industries are simply particular applications of a more general principle : — in 
equilibrium every unit of resources must be so placed that its owner does not 
consider ho would gain by moving it to another point in the industrial lield. The 
industrial field has four principal dimensions — firm to firm, industry to industr>', 
grade (or process) to grade (or process), and place to place. I'.vcry unit must be 
so placed that its owner docs not consider that he would gain by moving it to 
another firm, industry, grade or place; or in any combination of these directions. 
This broad principle, together with the conditions of demand for the various 
commodities, the state of technical knowledge, the suitability of various units 
of resources for various uses, their owners' preferences and bargaining power, the 
costs of moving them and their initial distribution, determines the quantities in 
which tho various commodities are producer! and their values. If “ wo are 
going in for a bit of State interferonco with prices,” wo want to know which units 
will bo attracted into and which expclUni from tho industry by an upward or 
downward price-movement ; and the consequent effect on output. 
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factors of production ” ; and that can only be done if the “ labour,” 
“ land ” and so on required for a given output of the commodity 
can be expressed in terms of quantity alone and in a measure which is 
independent of value. Various attempts to devise such a measure- 
ment have been made, but none have succeeded.^ Mr. Robertson 
does not say how ho proposes to get round the difficulties. Nor 
is it clear that the “ representative firm ” will help him here or 
enable him “ to S2)eak of the labour-costs, interest-costs, etc. per 
unit of product for any given scale of output as having an unequi- 
vocal meaning.” For, as Marshall observed, Even in the same 
place and the same trade no two persons pursuing the same aims 
will adopt exactly the same routes. . . . For instance, of two 
manufacturers in the same trade, one will perhaps have a larger 
wages bill and the other heavier charges on account of machinery. 

. . . And in minor details the variations arc numberless.” ^ We 
can, of course (given enough information), ascertain the average 
wages-cost, interest-cost, etc. for the industry as a whole by 
dividing the total output into the total wages-bill, interest-charge 
and so on ; and we may, if we like, call the result the wages-cost, 
interest-cost, etc. i)er unit of product “ in a representative firm.” 
But, since our object is merely to arrive at the costs for the 
industry as a whole, the introduction of the representative firm 
is then otiose. The costs of a representative firm are useless as a 
means of discovering the costs of the industry, if we can only 
find out what they are when w'c already know the costs of the 
industry.^ 

i turn now to the ‘‘ more difficult matters ” with which the 
second part of Mr. Robertson’s article is concerned. 

^ Of course, it would bo possible (giv'on tho information) to divide labour," 
■ Irtiid," etc. into grades such that all the members of each grade wore similar in all 
relevant respects; and to treat each grade as a separate " factor ’’ or “ agent." 
But then you would have almost as many land -grades or land-factors as there are 
square yards of land : and almost as many labour-grades or labour- factors os 
there are man-hours of labour. 

* Principles of Economics, IV. v. 3, p. 355. 

® This objection does not, of course, apply to Marshall's device of arriving at 
supply price by reference to the average cost in a representative firm os ascertained 
by addimj all its itetns of outlay together and dividing by its output. For this 
average cost will be the same in all representative firnis. It is only the pro- 
portions in which the factors are combined which will var>' from one representative 
firm to anotlior. (Marshall actually estimated the representative firm's cost per 
unit “ at the margin " so as to exclude “ the ground-rent of the factory," but the 
principle and result are the same if he had taken the average cost including 
rent.) 
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II 

§ 0. As a preliminary to discussing them, we must look rather 
more closely than is customary at the distinction between the 
“ internal ” and “ external ” economies of large-scale production. 

Marshall (intentionally, no doubt) left his definition of these 
terms a little vague. But he seems to have been concerned 
principally with the distinction between (1) the advantages which 
a firm derives from the efficient organisation of the resources which 
it employs directly (e.g. the proper distribution of tasks among its 
employees, the use of specialised machinery in its own plants, 
and so on) and (2) the advantages which it derives from the 
organisation of those outside resources, not in its own direct employ- 
ment, whose services or products it uses (whether through hire, 
purchase or what not) -usually in common with other firms in 
its industry {e.g, transjiort facilities, communications, trade 
journals, produce exchanges, subsidiary industries, the traditions 
and atmosphere ” of the locality, and so on). Evidently, an 
increase in the scale of the industry as a whole may increase both 
these kinds of advantage for the business engaged in it ; and may 
therefore, in this sense give rise to both internal and external 
economies.^ But the lino of division thus drawn, important 
and fruitful though it is for many purposes, is not, T venture to 
think, the most significant and illuminating when we are seeking 
to imravel the relations between the size of an industry and the 
efficienc}'' of the businesses which compose it— or, in other words, 
of the resources which it emploj^'s. 

§ 7. For this purpose it is important above all to distinguish 
between (1) the improvements in organisation - which are made 
possible or profitable by an increase in the total output of the 
industry as a whole, and (2) the improvements in organisation 
which an individual firm (Mr. Robertson’s Smith and Robinson) 
would obtain by increasing its own output while that of the 
industry as a whole remains unchanged. 

^ This is clearly implicxl in Marshall's treatment of the subject. For exami^le, 
the representative firm is defined as having “ normal access to the economies, 
external and interna!, whiidi belong to that ['the existing] aggregate volume of pro- 
duction ” {op. eit., p. 317), an<l the '* p,articular expcn.ses curve ” is drawn “ on the 
assumption tliat tho tiggregate production is OH and that all the producers have 
access to tho internal and external economies which belong to this scale of pro- 
duction” (p. 811). [Tho italics aro mine.] It is therefore surprising that Mr. 
Robertson should regard tho ” hybrid” type of ‘‘ external- internal ” economies 
(i.c. intornal economies due to an increase in aggregate output) as a novel dis- 
covery. 

* I use this as a convenient shorthand phrase for anything which increases the 
officionoy {i.e. tho productivity) of tho resources employed; and with the proviso 
that there may bo analogous disimprovements. 
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Let us consider (2) first. The enlargement of a business 
nearly always carries certain advantages with it (e,g. greater 
division of labour, more specialised machinery, and so on) : on 
the other hand, it is usually accompanied by certain disadvantages 
{e.g, greater difficulty of supervision or of marketing, delivery at a 
greater distance from the place of production, and so on). A 
business reaches its most efficient size when the advantages to bo 
derived from further expansion just balance its disadvantages. 

Long-period equilibrium does not, of course, require that 
every — or indeed any — business should be at its most efficient 
size. As wo have already seen, what it r/oe.9 require is that the 
general scheme, so to speak, on which output is distributed betw'ecn 
firms should bo the most profitable known to the persons engaged 
in the industry : that the advantages enjoyed by the owners of 
the resources in the industry cannot be increased by concentrating 
output on a smaller, or diffusing it over a larger, number of firms, 
or, more generally, by altering the number of businesses with 
outputs of various size, llie distribution of businesses between the 
various size^groups must, that is to say, be the most profitable 
possible, having regard to the knowdedge, intelligence and corpor- 
ate spirit of the persons engaged in the industry and its aggregate 
volume of trade— though individual businesses may be moving all 
the time from one size-group to another. 

So far as the practical issues of the moment arc concerned, 
the most important tyi^e of change in the size-distribution of 
busines.ses is, of course, the concentration of output on a smaller 
number of firms (i.e. an increase in the higher, accompanied by a 
decrease in the lower, size-groups —a general shift up the scale) ; 
for the real or supposed advantages of this are the main motive- 
force behind the modern movement for rationalisation.” But 
other types must be borne in mind ; e.g, a shift away from the 
medium-sized businesses towards both extremes — an increase in 
the highest size-group accompanied by an increase in the lowest 
and a decrease in the middle ones (cf. Marshall’s exposition of 
the openings which a large business may afford to small subsidiary 
firms). 

§ 8. Turning next to (1). An enlargement of an industry’s 
output (an increase in “ the extent of the market ”) usually 
opens up opportunities for improved organisation. In order to 
make the most of them, an individual business may be obliged 
to alter its internal arrangements and even to enlarge (or contract) 
its own scale of operations. And in consequence quite a different 
distribution of businesses between the size-groups may become 
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profitable. But, if we are moving from one position of long- 
period equilibrium to another, any change in the organisation 
or scale of the firms composing the industry must have been rendered 
possible or profitable by the increase in the aggregate volume of 
business ; for if it had been profitable with the industry on the 
smaller scale, it would have taken place before. ^ It is vital to a 
proper understanding of the tendencies making for “ increasing 
returns ** that this point should be clearly brought out. 

Mr. Robertson, it is true, objects to saying that the growth 
of the firms in an industry is the result of the growth of the 
industry. “ One might as well argue,*' he declares, that the 
growth of the individual bones of a baby are the result of the 
growth of the skeleton.** To argue thus would indeed be non- 
sense. But it would not be nonsense to say that, the laws of 
physiology being what they are, the growth of the skeleton is 
a necessary condition for the growth of the individual bones : that 
you will not in practice find the femur assuming full adult pro- 
portions while the ribs, the tibia and the rest remain those of an 
infant or contract to make room for it. Similarly, it is not 
nonsense to say, as we are saying here, that, the laws of economics 
being what they are, the growth of the industry as a whole is 
a necessary condition for a growth in the scale of its constituent 
firms: that you will not get one without the other.^ On 
the contrary, it is both true and highly important for a clear 
understanding of the problems Mr. Robertson is discussing. 

§ 9. Do we not therefore need a terminology which dis- 
tinguishes between — 

(а) The effect which the expansion of an industry as a 
whole has upon the productive capacity of the resources 
employed in it, and 

(б) Changes in the efficiency of an individual firm conse- 
quent upon an increase in its own output while that of the 
industry as a whole remains unchanged ? 

Nothing but confusion can come from using “ the economies [or 
diseconomies] of large-scale production *’ to describe both these 
phenomena ; and from using the same label both for the advantages 

' Cf. § 4, above. 

• The relation between the scale of the industry and the size of the firms is, 
of course, functional : neither can be said to be the cause of the other, they 
mutually determine each other. Marshall did not, as Mr. Robertson suggests, say 
merely that ** the growth of an industry and the growth of its firms frequently 
proceed more or less pari pasau,'*' He categorically declared that “ the size of 
such a [representative] firm ... is governed, other things equal, by the general 
expansion of the industry ” {op, cit., pp. 459-60). 
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[or disadvantages] of concentrating a given volume of output 
on a smaller number of businesses and for those which ensue from 
an enlargement in the total volume of business. 

It is tempting to call (a) “ external ” and (6) “ internal ’’ 
economies [or diseconomies] of large-scale production.^ But 
this also leads to confusion on account of the associations already 
attaclicd to those terms. The best names that 1 have been able 
to think of are “ the economics [and diseconomies] of large-scale 
industry ” for (a) and “ the economies [and diseconomies] of 
individual expansion for (6). 

In equilibrium the economies of large-scale industry may, on 
balance, be positive : so may the economies of individual expansion 
in any particular firm — or indeed, as we shall see, in every 2 >ar- 
ticular firm. That is to say, an industry may be in equilibrium 
even though tlie efficiency of the resources it employs would on 
the whole be greater if, other things equal, its aggregate volume 
of output were larger ; and even though it is true of every particu- 
lar firm that the efficiency of the resources it cm^^loys would be 
greater, other things equal, if it increased its share in the existing 
volume of output. 

Another label is wanted for those economies of large-scale 
production which are ruled out by equilibrium. For lack of a 
better w’ord, I propose to call them the ‘‘ economies of concen- 
tration,'' As we have scon, equilibrium implies that no redis- 
tribution of output between firms is both practicable and profitable 
with the existing degi*ee of knowledge, intelligence and corporate 
spirit among the persons in control. The term “ economies of 
concentration ” is here used to denote changes in the efficiency 
of the resources employed in the industry consequent upon a 
redistribution of its ^ircsent output between its constituent 
businesses which (1) inv^olves an increase in the average size of 

^ I have myself sometimes succumbed to this temptation in the past. For 
example, in the note on “ Varying Costs and Marginal Not Products,” published 
in the Journal for Juno 192S, “ external economies ” is used for what I am here 
calling ” economies of large-scale industry.” In the article to which Mr. Robert- 
son refers, Mr. Sraffa seems to have used ‘‘ internal economics ” to denote what 
are hero called [not] “ economies of individual expansion.” But, in the same 
article, he uses ‘‘ external economies ” in what is evidently Marshall's sense. 
For he argues not (as Prof. Pigou and Mr. Robertson both suppose him to) that 
external economies ” cannot be sufficient of themselves to cause increasing 
returns ; but that i f they are large enough to do this, they will appreciably affect 
the costs of other industries and therefore alter the demand schedule for the 
product of the expanding trade— since ” external ” economies are commonly 
shared by several industries. But it is only ” external economies ” in MarahalVe 
aensn which are so shared. The wording of the article itself and the misinter- 
pretation put upon it by Professor Pigou and Mr. Robertson aptly illustrate the 
obscurities wrapped about the subject by the existing terminology. 
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the businesses (an upward shift in their size-distribution), and 
(2) is both practicable and profitable with the existing degree of 
knowledge, intelligence and public spirit among the people in 
control. In equilibrium, therefore, the economies of concen- 
tration must, by definition, be zero. Changes in the efficiency 
of the industry’s resources consequent upon a redistribution of 
output which would be practicable and profitable if onl}^ the 
people in control had enough knowledge, ^ intelligence and cor- 
porate spirit may be called “ economies of rationalisation'' 

§ 10. This system of classification is, I venture to think, of 
some considerable assistance in solving the difficulties discussed 
in the second part of Mr. Robertson’s article. 

Consider, first, the question, “ How can the existence of 
internal economies be reconciled with competitive equilibrium ? ” 
or, in other words, “ Why do not internal economies in the 
individual firms lead to a concentration of output into the hands 
of any business which gets a start of its rivals? ” The internal 
economies here in question must obviously be internal economies 
of individual expansion, i.e, improvements in its internal organisa- 
tion which a firm would obtain if it had a larger share in a constant 
aggregate output : since economics which can only be obtained 
if the aggregate output increases cannot set up any tendency 
towards a concentration of the existing output. 

The answer which most readily occurs to the mind is that 
these internal ” economies of individual expansion are offset 
by equivalent diseconomies, so that, on balance, expansion of 
the individual businesses yields no net economy if the aggregate 
output does not increase ; but that, if the aggregate output does 
increase, these diseconomies are absent or smaller so that, in that 
event, the expansion of individual firms does yield a net gain in 
efficiency. 2 

The obstacles which check the growth of a firm’s share in a 
trade arc familiar and their nature lias already been indicated. 
The two most important types for our present purpose are the 
increases in the cost of transport and of marl^eting (competitive 
advertisement and so on) which a firm is liable to encounter as 
it advances further into its competitors’ territory or markets : 
the first arising from the necessity of delivery at a greater distance 
from the producing plant, the second from the fact that, the further 

^ New technical discoveries arc, of course, not here in question. 

* Although, that is to say, certain credit items appear both among the econo- 
mies of individual expansion and among the economies of large-scale industry, 
there are certain debit items among the former which do not ay>pcar (or are not so 
large) among the latter. 
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the invasion proceeds, the greater will be the buyer’s preference 
to be overcome in order to detach an additional increment of custom. 
Singly or together, these diseconomies may well offset the economies 
of mass-production in the process of manufacture. The second 
type is likely to be especially prominent in the case of specialities, 
i.e. when the goods made by each firm are slightly different from 
those produced by the others — substitutes but not perfect 
substitutes (e,q, motor-cars). 

Where such a situation exists, a firm’s average or marginal 
cost might be lowered if it increased its own output and left that 
of its rivals intact (thus increasing the aggregate output) : raised 
(or left constant), if it increased its output by invading the 
territory or market of its competitors (so that the aggregate 
output remained as before). For in the former case it would 
avoid the increased charge for freight and/or competitive adver- 
tisement, and the advantages of mass-production would have 
free play. Now enlargement of existing firms is often (though 
not always or necessarily) the most profitable way of increasing 
the output of an industry — and hence the method actually 
adopted. Thus, what Marshall and Mr. Robertson call internal” 
economies may be sufficient to cause increasing returns ” or 
'' diminishing supply price,” although they are not sufficient to 
cause a single firm (or a small number of firms) to secure the 
whole output or even an increased share in it.^ In other words, 
the economies of large-scale industry may be, on balance, positive 
although the economies of individual expansion and those of 
concentration are, on balance, zero or negative, simply because 
putting an additional unit of product on to the market encounters 
less formidable obstacles than capturing a competitor’s trade. 

Our first answer to Mr. Robertson’s question is, therefore, 
to distinguish between an increase in output at the expense of 
your rivals, and one which leaves their trade undisturbed; and 
to point out that it is often more difficult, and hence more costly, 

‘ The distinction hero drawn between the cost of invading a rivars market and 
adding an increment to the aggregate output correspond to the distinction drawn 
by Professor Pigou between a firm’s “ marginal substitute cost ” and its '' mar- 
ginal additive cost.” Professor Pigou first introduced this distinction into his 
discussion of the subject in his ” Analysis of Supply ” (Economic Journal, June 
1928, p. 242). Having stated it, however, he dismissed it from further considera- 
tion on the ground that ” so long as the output of the industry as a whole is large 
relatively to the putput of any one firm, they [the two sorts of marginal cost] are 
not likely to differ very much.” This is true on the assumption (which he was 
presumably making) that the market is perfect and transport costs negligible. It 
is only in this special case that the conclusion, ” price is equal to marginal cost in 
the equilibrium firm,” applies to marginal additive cost. 
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for a firm to invade its competitors’ territory than to put an 
additional increment on to its own market. This simple reflection 
at once enables us to reconcile competitive equilibrium with 
“ increasing returns ” or diminishing supply price ” arising from 
“ internal ” economies alone. 

The distinction on which it is based is not brought out by 
dividing the economies of “ large-scale production ” into those 
which are internal ” and those which are external ” (indeed, 
this conventional dichotomy seems rather to have obscured the 
issue by tempting even such high authorities as Professor Pigou 
to rely on the easy but, as I venture to think, quite secondary line 
of escape afforded by the existence of ‘‘ external ” economies). 
The classification here suggested draws immediate attention to it 
by insisting from the start that the process of securing particular 
businesses a larger share in the existing output is a different 
thing altogether from enlarging the output of the whole industry 
(whether by increasing the output of particular businesses or 
otherwise). 

The point can, of course, be explained by reference to the 
“ representative firm.” We can say that such a firm could not 
lower its average expenses ^ of production by securing a larger 
share in the existing volume of business, since the improvements 
which it would obtain in its organisation would be offset by the 
difficulty of capturing its competitors’ trade ; but would lower 
them by adding a unit to the total output, since it would not then 
encounter this difficulty. But the introduction of the repre- 
sentative firm is not in an}'^ sense necessary or “ essential.” We 
can equally well say that the industry’s average expenses of 
production would not be reduced by a further concentration of 
the existing volume of business in the hands of particular firms, 
since the economics they would obtain from operating on a larger 
scale are offset by the expenditure they would incur in capturing 
their competitors’ trade; but that it would be reduced by an 
increase in the total volume of business, since they could then 
expand without incurring this expenditure. 

In many cases (not all), a price-cut affords a means of capturing 
trade alternative to expenditure on competitive advertisement. 
Where this is so, the firm may be able to reduce its average cost 
by expanding its output if it is prepared to cut prices sufficiently. 

» Or similarly of “ marginal exponsos.” 

• I am, of course, assuming for the sake of simplicity that a fight for trade is the 
most profitable way of onlaxiging the business unit in the particular industry under 
review— given the disposition and intelligence (or unintelligencc) of the people 
engaged in it. 
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Assuming the goods produced by the various firms to be precisely 
similar, the economies of individual expansion are then positive. 
But if the price-cut required is so great as to render expansion 
by tliis means unprofitable, the economies of concentration may 
still be zero and the industr^^ in equilibrium. Yet expansion of 
particular businesses might be the most profitable way of 
securing an increase in the aggregate output; so that, in the 
absence of other obstacles, the larger output could be obtained 
at a lower cost per unit. Once more we get increasing returns 
due to internal economics alone and compatible with the existence 
in equilibrium of a large number of competing firms. And once 
more we can explain the situation without introducing the repre- 
sentative firm : by saying that although the economies of indi- 
vidual expansion are positive in every firm, the imperfection of 
the market renders concentration of output iiii profitable by 
reason of the i^rice-ciits necessary to bring it about. 

^Vhere the articles produced by the various firms arc precisely 
similar and the obstacles which make concentration unprofitable 
arise (as do price-cuts and competitive advertisement, but not 
transport charges) from the imperfection of the market, the 
economies of rationalisation are likely to be positive : it is likely, 
in other words, to be true that a concentration of output would 
be profitable and would increase the efiioieney of the industry if 
only the entrepreneurs had enough sense or corporate spirit to 
stop cutting each other’s throats ancl to pool their resources. 
Hence equilibrium of this kind is usually precarious. On the 
static assumption that the entrepreneurs’ disposition remains 
constant, it is stable enough, for there is nothing to uj)set it. 
But even the most obstinate business man may learn wisdom 
in time; and after a situation of this kind has continued long 
enough the people in control are likely to see the folly of their 
ways. With the change in their disposition, the structure of the 
industry changes (the economics of rationalisation having now 
become economies of concentration) and a now equilibrium is 
reached with output concentrated into larger business units- 
The first equilibrium position carried within itself the embryo of 
another destined to supersede it. In a dynamic study of industry 
it must be regarded as unstable. Nevertheless, it is sufficient 
to explain how^ in practice an industry might remain in equilibrium 
for a very long time in spite of the great advantages offered by 
mass-production . 

§ 11. I foresee two objections to this first answer. Mr. 
Sraffa will say, perhaps, that the equilibrium reached under these 
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conditions is not competitive but monopolistic : that, once the 
market is broken up by transport charges or buyers’ preferences 
or what not, we are presented no longer with a wide competitive 
industry but with a number of narrow little monopolies. Mr. 
Robertson may complain that, except in the last two paragraphs 
where I call in the theory of monopoly, I am evading his real 
difficulty — which only arises when the economies of individual 
expansion predominate over its diseconomies, so that an individual 
firm would, on balance, reduce its average expenses of production 
if it could secure a larger share in the output. 

W^hether a given situation is to be called competitive or 
monopolistic is, of course, a question of words. True, there may 
be a real issue behind it — the question, namely, whether in the 
given situation value approximates to cost of production or 
departs from it widely. But we are not concerned with that 
problem here. We have simply to inquire whether, and if so 
why, substantial economics of mass-production are consistent 
with the survival of a large number of competing firms. I shall 
therefore merely observe that if competition itnplies not only a 
perfect market but also a complete absence of transport charges, 
it never exists in practice. We are no longer being asked to 
explain what happens in the real world but to solve a purely 
abstract and In^pothetical problem. 

The hypothesis implied (viz. a jierfect market and no transport 
costs) provides, however, a convenient line of approach to Mi*. 
Robertson’s central problem. It is accordingly accepted in the 
two following sections. 

§ 12. The solution of this problem turns, as Marshall saw, on 
the element of time. 

It may be true — to take an extreme case — of every firm in 
the industry that its average cost would be lower if, other things 
being equal its share in the aggregate output were larger. But 
expansion takes time, and further time is required before the 
nowly-installed equipment can Weld all its fruit. During this 
interval other things are not likely to remain equal. A firm s 
efficiency depends on many other factors besides the scale of its 
operations. By the time Smith and Robinson have enlarged 
their output so as to get an advantage over their rivals in the 
matter of “ internal economies,” or before their new equipment 
is used up, their luck may have deserted them, and/or they' may 
have lost their leadership in skill — ^w’ith the result thcit on balance 
the advantage in efficiency now rests with Doc and Roe. The 
internal economies open to Smith and Robinson may still be so 
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great tliat, other things equal, they would lower their cost per 
unit by enlarging their output further, but the speed at which 
they can take advantage of this is limited by the speed at which 
they can expand and reap the fruits of expansion, and it may be 
so far outstripped by the rate at which their luck and ability 
arc deteriorating that exj)ansion now offers them no net gain ^ : 
their progress is then at an end and they arc likely soon to lose 
ground. Meanwhile, Doe and Roe are forging ahead, and will 
continue to do so until for them in turn the growing advantages 
of large-scale operations are offset by declining ability or a down- 
ward trend of fortune. The lead will then pass to others — 
perhaps to Smith and Robinson again, perhaps to Brown and 
Jones, 

In such w\ays as these, the continual fluctuations in luck, 
ability and other factors affecting cost prevent the advantages 
of mass-production from enabling a single firm to absorb the whole 
output. If a firm could enlarge its output to any required size 
(and consume the additional equipment) instantaneously, then 
indeed the predominance of internal economies would, on our 
present hypothesis, be incompatible w ith competitive equilibrium ; 
but since it cannot,- the two conditions can be reconciled. 

1 The condition for this may be indicated as follows ; — Let c be the additional 
cost which the firm would incur in expanding its output by an amount over an 
interval of time dt, if its ability, luck and so on remained constant — or, as we may 
say, the linn's “ present marginal cost.”’ Let c be the cost which this 

expansion would involve when allow’ance is made for the probable change in the 
firm’s circumstances over that interval of time. The dilToronco botwcon those 
costs, Ac, may bo called the increase in marginal cost during the expansion - 
interval. Let p bo the price of the product. Then expansion is profitable, 

indifferent or unprofitable according as p . Ja: = c }- Jr, i.e. ac'cording BBp . Ax ■— 

Ac. Thus, expansion censes to be profitable when the increase in marginal 

cost during the expansion-interval becomes equal to the dififcrenco between the 
value of an increment of product and the present marginal cost. It will be under- 
stood that Ax includes tho whole yield of the additional equipment installed and 
At tho time necessary to secure it. 

- It is impossible to pass from one point to another on a curve of tlio Pignu- 
Robertsoii type drawn to show what the firm's average (or marginal) cost would bo 
at various outputs if its ability, luck aiul so on remained as at present. Wo can 
only pass from one point to another on a series of such curves drawn to represent 
the circumstances of the firm at successive moments of time. Presumably, there- 
fore, Professor Pigou's curves arc not drawn on this plan, but represent, in some 
sense, the successive phases in tho firm’s career. Ho has not, however, thought it 
worth while to discuss this point, and his treatment of the wdiolo problem is 
rendered ratlicr puzzling by his speaking throughout as if a firm’s costs were a 
function of two variables only (its own output and tho industry's), whereas in 
reality they are a function of three variables (its own output, tho industry’s and 
time). There is a similar obscurity in Mr. Robertson’s diagrams. Tlio 
phenomena referred to in tho text might Iks described diagrammatically as 
follows. If wo draw a cost-and-output curve for any firm (whether representative 
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One way of putting the point is to say that the additional 
cost which a representative firm would incur by expanding its 
output would bo less than the price of the product if its ability, 
luck and so on remained constant ; but yet would not be less if 
wc allow for the probable change in its circumstances over the 
time-interval required for expansion ; so that its expansion would 
not in fact be profitable. 

I am not sure whether this is the solution offered by Mr. 
Robertson,^ since he does not explain why Smith and Robinson, 
although a representative firm in all other respects, “ have not 
the quality of being able to expand output indefinitely at a 
lowered cost per unit,” nor develop at all fully his novel and 
intriguing distinction between a representative firm and the 

or otherwise) to show what its average or marginal cost would bo at various 
outputs supposing its other circumstances to be and to remain what they are at a 
spocifiod moment in its career, then this curve will slope downwards tow'ards the 
right. But if w'e drtiw a series of sucli curves representing the circumstances of 
successive momenta, cut them out and stood them side by side as Marshall 
proposed to do w'ith another scries of curves in a different connection (op. cit, 
pp. 809-10), then a vortical section tlirough them parallel to the plane of the y 
axes would at certain points slope upward in the direction indicating the move- 
ment of time. It is this upward slope w^hich, when steep enough, checks the 
expansion of the firm at certain stages in its career, and may oven cause its con- 
traction, in spite of the downward slope of its cost and output curves in the 
direction o — yx. The curves are, of course, drawn on the assumption that the 
aggregate out put of the industry stands at a specified figure. In tlie circumstances 
(now becoming rare) in which it is legitimate to s])cak of a representative firm with 
a life like that of “ the trees of the forest,” equilibrium may be said to require 
(1) that the total pro-^^pectivo costs of a representative new entrant into the in- 
dustry, summed over its whole career and discounted for distance in time, should 
be equal to its total prospective receipts similarly summed and discounted, and (2) 
that the addition to its total prospective cost« required to enlarge its prospective 
output a little sliould be equal to the consoquoiit addition to its total jirospcctive 
receipts. If wo allow for the discount of future rcccipt.s by a deduction from 
prospective physical output, wo can say that the price of the product must be 
equal to (1) the representative new entrant's average cost per unit over its whole 
career, and (2) the ratio of the increment in its prospective costs required to 
secure a small increment in its prospective output to tliat increment of output. 
Til this sense, equilibrium requires price to bo equal both to the average and to 
the marginal cost in a representative firm. These principles enable us to construct 
a supply schedule for the aggregate output of the industry, if wo know the relation 
betwotm the prospective costs and prospective output of a representative now 
entrant for every aggregate output of tlic industr\\ The analysis (wliich runs on 
linos somewhat similar to Prof. Pigou's more rt*rcnt I'ontributioii to (ho subject) 
can bo expressed in simple mathematical fonnulffi aiul illustrated by diagrams; 
but it is not worth pursuing far, since it applies only to a special case now un- 
common. 

^ I am, however, pretty confident that it is what Marshall intended. For 
ho makes it quite clear that in equilibrium the value of a unit of product must bo 
equal to tho “ marr/? naf cost ” in a representative firm (op. ci7.,V.xii. 3, p. 460). And 
this will only (it into tho rest of his analysis if this “marginal cost ” is calculated 
.so os to allow for the change in circuinatancoa over tho expansion-interval. 
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representative firm, I am unable to attach any precis© inter- 
pretation to his picturesque analogy of the drop and the wave, 
or to his suggestion that we should regard the ‘‘ average cost 
curve of the Representative Firm ” as nothing more than “ a 
small-scale replica of the supply-curve of the industry as a whole. 
His account of how an industry which is out of equilibrium 
reaches it again is not to the point ; for the whole difficulty is to 
explain what happens in equilibrium. In practice, no doubt, a 
growing industry seldom, if ever, reaches equilibrium : the 
demand is continually increasing and output is always chasing 
after it and never catching it up. The firms grow partly because 
they have not reached the size appropriate to the existing volume 
of production, partly because the volume of production is increas- 
ing ; and it is impossible to say in any particular case how much 
of their growth is due to one cause and how much to the other. 
But the causes must be distinguished analj^tically if wc are not 
to confuse “ a record of historical events ” with “ a true supply- 
curve which represents “ a series of conditional sentences.” 

But tlie representative firm need not be introduced at all. 
The point can be put quite simply as follows. Since it is true 
of every firm in the industry that it must at any given moment 
have a lower cost of production if its share in the output were 
larger, concentration of output and resources on a smaller number 
of firms would increase the efficiency and lower the costs of the 
firms on which they were concentrated; but it could only he 
maintained by withholding output and resources from other 
firms which, through lapse of time or a change in luck, liad become 
more (or no less) efficient than these in spite of their smaller size : 
the adv’antage of continually shifting resources and output to the 
points where circumstances arc for the moment most favourable 
would, in part at least, be lost. Hence the concentration would 
not be profitable ^ nor favourable to the industry’s efficiency. 
The resources would be employed in business units of a more 
efficient size but less efficient in other ways : the gain under one 
head w^ould be offset by the loss under the other. Thu.s, though 
the economics of individual expansion arc, on balance, positive in 

^ What, for instance, does he moasuro along tho horizontal axis? Tho 
output of tho industry or the output of the Firm when tho output of the industry 
is of various sizes ? If tho latter, does he assumo that tho Finn's output is a 
constant freu^tion of the industry's (i.e. that the growth of the Firm is exactly 
proportionate to the growth of the industry} ! If he does not assume this, how is 
its cost-curve constructed so as to reproduce the slope of the supply-curve ? 

* Since the firms from which resources were withheld, being no less efficient 
than those which retained them, could offer them as good, or better, terms. 
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every firm, the economies of concentration are zero and those of 
rationalisation zero or negative. 

As before, the distinction between “ internal ” and ** external ** 
economies is of no assistance. But the distinction between the 
economies of “concentration “ and “rationalisation “ and those 
of “ individual expansion “ is ; for it at once directs attention to 
the fact that a concentration of output into fewer hands involves 
other things besides the enlargement of the business units. 

§ 13. But have we not proved too much ? If an enlargement 
of the business unit cannot, for the reasons stated, increase 
efficiency, how can it give rise to “ increasing returns ” ? We 
cannot now fall back, as we did before, on the difference between 
the cost of invading your competitors’ market and of increasing 
your own output while leaving theirs undisturbed ; for, on our 
present hypothesis, no considerable difference is likely to exist. 
Are we then driven to say that increasing returns, if they occur 
at all, miist be due to Marshall’s “ external ” economies ? 

No. For an enlargement in the total volume of trade may 
increase the speed at which an individual business can grow.^ 
The enlargement of output is due, let us say, to an unexpected 
increase in demand. The first effect will be that some firms 
which would not have expanded further now find it profitable 
to do so, while others which would have contracted now maintain 
their output. For the moment, costs may not be lowered and 
may even bo increased; since this additional product, though 
produced in larger units, is produced in less favourable circum- 
stances (e.g, under older managers). But the larger volume of 
business increases the chance of obtaining trade for new, young or 
fortunate businesses, and therefore increases the rate at wdiich they 
can grow. Hence, as time goes on, a firm at any given stage in 
its career, and therefore at any given phase in elffcicncy, will 
tend to have a larger output than before and accordingly a lower 
average cost (since, ex hypotJiem, managing ability being given, 
its cost per unit is lower the larger its output). In this way the 
output as a w^hole comes in time to be produced at a smaller cost 
per unit than the old output was. The reduction could not have 
been secured by concentrating the old output, because with a 
smaller total volume of business firms could not have grown so 
fast. Yet it is entirely due to the predominance of “ internal ” 

' I am indebted to Mr. E. A. Q. Robinson for drawing my attention to the 
importemee of the rate of growth in this connection. But he is not responsible for 
my attempt to show how this may be increased by an increase in tho volume of 
trade nor for the reasoning I have based on it. 

No. 157. — VOL. XL. ^ 
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economies, i,e. to the fact that, other things being equal, a firm’s 
average cost will be lower the greater its output. 

Here again the classical division of economies into internal 
and external docs not help, while the distinction between those 
which arise from concentrating output and those which arise 
from enlarging it does. And here again, though the advantages 
accruing from the increase in aggregate output can be explained 
by saying that it leads to an increase in the size of the repre- 
sentative firm which would not have been profitable without it, 
they can equally well be explained by saying that the increase 
in the volume of trade makes possible a grouping of resources 
into larger business units (an upward shift in the size-distribution 
of businesses) without the disadvantages that would accompany a 
concentration of the existing output. 

§ 14. There are, of course, many other ways in which “ the 
economies of individual expansion ” may differ from “ the 
economies of concentration ” and both form “ the economies of 
large-scale industry.” I have had to select, not the most import- 
ant, but those which are most directly relevant to Mr. Robertson’s 
problems. Fuller discussion must await another occasion. 
Meanwhile, I should like, in conclusion, to give two reasons why, 
in my view, the device of the ” representative firm ” and the 
distinction between ** external ” and ” internal ” economies are 
of less general utility than Mr. Robertson seems to think. 

First, the ** representative firm,” and more particularly the 
analogy with the ” trees of the forest,” are only applicable to a 
particular set of conditions — which is becoming less and less 
common every day, ” As with the growth of trees,” says Marshall, 
“ so wa-s it with the growth of businesses as a general rule before 
the great recent development of vast joint-stock companies, which 
often stagnate, but do not readily die. Now that rule is far from 
universal, but it still holds in many industries and trades.” ^ 
The italics are mine, but the past tense and the warning limita- 
tions are Marshall’s. Mr. Robertson ignores them. Yet surely 
they are even more significant now than when the Principles was 
written. Indeed I should be inclined to say that the ” rule ” had 
by now become an exception. In most industries we are faced, 
not with a population of transitory firms, each being born, rising 
to maturity and passing on through old age to death, but with 
a number of more or less permanent business units or emplo 3 anent- 
nuclei, each with its own individuality, each expanding and con- 
^ Op. cit., IV. xiii. 1, p. 316. 
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tracting from time to time as its luck waxes or wanes, its managers 
grow slack or make way for new blood, fashion ebbs and flows, 
but continuing in existence more or less indefinitely ^ ; and we 
must conceive of equilibrium in the industry as a whole as arising, 
if it arises at all, from a dovetailing of their various phases of 
efficiency, due to the fact that their fluctuations are in part 
independent and in part compensatory, the contraction of one 
leading to the expansion of another. If we must have an analogy, 
it should be, not with the trees of the forest, but with a cluster 
of variable stars, each with its own individuality, magnitude, 
spectrum and so on, and each with its own characteristic series 
of light-fluctuations (mostly irregular, but some showing a sort 
of Cephcid-like periodicity) ; the brightness of the whole being 
kept more or less constant by the compensating action of the 
individual fluctuations. In such a situation it is impossible to 
write the characteristic life-story of a “ typical or “ representa- 
tive ” firm. 

Secondly, how does Mr. Robertson propose to use the “ repre- 
sentative ** firm or ** internal ” and ** external ” economies to 
explain increasing returns when they arise from the kind of 
reorganisation described by Professor Allyn Young ? Take, for 
example, his own illustration. When, with the growth of a 
textile industry, the old spinning-cum-wcaving-cum-dyeing units 
are superseded by separate spinning mills, weaving sheds and 
dyeing plants each under separate management, what has become 
of the representative firm ? Suppose that (measured by the 
quantity of resources they employ) the spinning firms are the 
same size as the old mixed units, the weaving firms smaller, the 
dyeing firms larger : has the representative firm increased in 
size or diminished or remained constant ? And are the economies 
they all get from the use of specialised machinery and the division 
of labour in their own works “ internal ” or “ external ** ? or 
“ internal in the case of the dyers and “ external ” for the 
spinners and weavers ? or “ external-internal ” for all three ? or 
“ internal-external ” ? Need one — can one — say more than that 
the growth of the industry leads to (/.e. the sense that, the laws 
of economics being what they are, it necessarily implies) a redistri- 

^ As Professor Maegrogor has recently shown, many joint-stock companies 
die young. My point is that there is a nucleus of Methuselahs in most trades 
and that in many it is a dominant element. The firms may, of course, from 
time to time enter into agreements and combinations, but even then they 
retain many of their individual characteristics as centres of employment and 
production. 
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bution of its resources in such a way that it becomes sectionalised, 
the business-units being in some sections larger than the old 
unspecialised concerns, in others smaller, in others the same size ; 
and that the net effect of the change is to increase substantially 
the efficiency of the resources employed — in other words, that the 
economies of large-scale industry are here, on balance, positive 
and of considerable magnitude ? 

G. F. Shove 
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I'he Coal Industry of the Eighteenth Century. By T. S. Ashton 
and J. Sykes. (Manchester University Press. Pp. 2G8. 
Us.) 

This is an important book on an important subject. Coal is 
so obviously the material basis of modem economic civilisation 
that it is curious that this work should be almost the first attempt 
by competent historians to deal with its history. It is possible 
that the precocity of English economic development in the 
modern era is partly to be explained by the fact that the shortage 
of timber caused the wooden age — which was as truly a dis- 
tinctive economic phase as the iron age that succeeded it — to 
decline in England earlier than on the Continent. No one, at 
any rate, can read the economic history of the sixteenth and 
seventeenth centuries without realising that this country was 
faced by a fuel problem, which it attempted to meet in the 
orthodox manner, partly by a timber conservation policy, partly 
by developing the use of an alternative combustible. A modest 
expansion of the coal industry took place earlier than is commonly 
realised — even in the early seventeenth century a writer could 
speak of the coalfields of the north-east coast as the English 
Indies. It was closely connected with the development of other 
manufactures, with the application of scientific knowledge to the 
practical problems of industry, and with the progress of invention ; 
while the fact that everywhere in England, with the possible 
exception of the Forest of Dean, it grew up outside the traditional 
social cadres gave its structure and organisation from the start a 
character of their own. Textiles, though important, have 
hitherto occupied too large a space in economic histories. To see 
the forces that were making the future, the student should turn, at 
any rate after the middle of the seventeenth century, to the coal 
industry. 

Mr. Ashton and Mr. Sykes are not concerned with origins. 
They begin their story in the early eighteenth century, when the 
industry is firmly established and rapidly expanding, and end it 
before the sensational increase in production in the second quarter 
of the nineteenth. Of the fourteen chapters in their book, 
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Chapters I~IV are concerned mainly with the technique of pro- 
duction, Chapters V-X with the economic and social conditions 
of the mine- workers, Chapter XI with mineral rights, and Chapters 
XII to XIV with the commercial side of the industry, including 
the supply of coal to the greatest market, London, and with com- 
binations in the coal trade. Their use of printed sources, pamphlets, 
the publications of the Hist. MSS. Commission, and the Calendars 
of State Papers shows the wealth of easily accessible material 
which is as ^’^et unexhausted by the economic historian, who is 
still sometimes too much disposed to believe that to neglect it 
for manuscript sources is a sign of grace. But economic history 
cannot be written without work on manuscript sources at some 
point or another, and Mr. Ashton and Mr. Sykes have made a 
very valuable contribution in hunting out one particular class of 
material which till recently has been too much neglected, namely, 
the records of firms. Professor Unwin made good use of it in his 
work on Samuel Oldhnow and the Arkwrights, as did Mr. Ashton 
himself in his book on Iron and Steel in the Industrial Revo- 
lution. The present volume exploits it, however, on a Larger 
scale than any other known to me, except possibly the unending 
series of German works on the Fiiggers. This is a now and 
important departure, which must liave involved mucli hard 
labour, both physical and mental, to carry through, and on this 
ground alone Mr. Ashton and Mr. Sykes would deserve our 
gratitude. 

The value of materials lies in the use to which they arc put. 
What, it may be asked, do the results come to ? Partly, perhaps, 
owing to the nature of the sources on which they have mainly 
relied, but still more, no doubt, owing to the difficulty — it may be 
the impossibility — of obtaining any reliable statistical evidence 
of a comprehensive kind, the book is intensive rather than exten- 
sive. It does not attempt, that is to say, to give a synthetic 
picture of the coal industry at the beginning and end of the 
eighteenth century. It does not offer any new estimate of the 
total output of coal, or give an account of the relative importance 
of different fields, or discuss in any detail (except in the case of 
London) the coal trade of different ports. To say this is not a 
criticism, for the materials may not allow of the satisfactory 
treatment of these subjects ; and, in any case, though adequate 
quantitative data would be valuable if we could get them, an 
instructive picture of the organisation and methods of the indus- 
try, of the lives of the mine-workers, and of the main develop- 
ments in technique can be given even in their absence. 
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Such a picture is drawn with much insight and skill by Mr. 
Ashton and Mr. Sykes. Mining technique is a bewildering subject, 
but it has a more than technical importance, and in the opening 
chapters they describe the physiology, so to say, of coal-mining 
in the eighteenth century in a manner which is intelligible to the 
layman. They indicate the influence on the industry of the 
English land system, with its great estates : it may be said with 
some confidence, indeed, that, had England been, like France, a 
country of peasant proprietors, the rights of the surface-owner 
over the subsoil would not have been what they are to-day. 
Their accounts of the Scottish collier-serf, and of the bonding 
system in the north of England, arc much the best that have yet 
been given. Their chapter on collective contract, with its hint 
of an early democratic system of groups working under a leader 
chosen by themselves, and of its subsequent degeneration into the 
odious butty system against which the miners have fought for a 
century", and which is still with us in Nottinghamshire to-day, 
raises intriguing questions. These chapters, and those which 
follow them, on the effect of changes in the cost of food on 
the mining population (called by the suggestive, but perhaps 
unduly limited, title of Corn Riots), on Wages and Conditions of 
Work, and on the Effects of Industrial Progress on Labour, are 
extremely valuable. Their conclusion is of a pessimism which 
some will find surprising. “ Only a very determined nieliorist, 
blinded by a preconceived theory, could assert with confidence 
that it was better to be a collier’s child in the opening years of 
Victoria than in those of George II.” 

The chapter on royalties and w^ayleaves bring out the interest- 
ing point that the proportion of the value of the output taken by 
the mineral-owmer was in some cases — it is probably true to say 
in most cases — much higher than it is to-day. But the turning- 
point in the development of English mineral law had come earlier, 
and, while France overhauled her system twice in the eighteenth 
century, in England arrangements wdiich were absurd in them- 
selves, and which descended from an age when no one, except a 
few prospectors, guessed that coal had a great economic future, 
survived unaltered. The account given of the organisation of 
the different layers of distributors througli whose hands the coal 
passed on the way to the London consumer, and of the combina- 
tions to rig the market, is illuminating. The latter subject — 
the limitation of the Vend-— is almost the only aspect of the 
eighteenth-century coal trade which had been dealt with at length 
before the appearance of the present work. Its authors are, no 
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doubt, quite right in sa 3 ring that the limitation of the Vend has 
a much longer history than is suggested by Professor Levy. 
They show that selling agreements existed early in the eigh- 
teenth century, and, as a matter of fact, provoked protests in 
the closing years of the sixteenth. Altogether, Mr. Ashton and 
Mr. Sykes are to be congratulated on having produced a remark- 
able and instructive book, based on thorough and honest research, 
and written (a statement not always true, alas ! of works of 
research) in a style that makes it a pleasure to read. 

R. H. Tawney 

Foreign Investments (Lectures on the Harris Foundation, 1928). 
By Gustav Cassel, Professor of Economics, Stockholm; 
TifKODOR E. Gregory, Professor of Banking and Currency, 
London School of Economics; Rorert E. Kituzynski, 
Council Member, Institute of Economics, Washington ; and 
Henry Kittredge Norton, publicist and author. (The 
University of Chicago Press, Chicago. 1029. Pp. ix + 232. 
15s, net.) 

Professor Cassel opens his three lectures with an exposition 
of his well-known Purchasing Power Parity principle. In the 
trade between two countries, A and B, “ equilibrium in the 
international balance of trade,” he says, “ can evidently only be 
reached at a rate of exchange which will enable A to sell as much 
to B as B to A. This definition may serve as the exact definition 
of the rate of exchange that represents the Purchasing Power 
Parity.” This definition, which is several times repeated, and 
the implications of the loose phrase “ as much as ” tempt one to 
an examination of Professor Cassefs basic thesis for w^hich there 
is no space here and for which this is not the occasion. Sufficient 
for the moment is it to suggest that his principle is much too 
simple to explain the course of exchange rates over the past five 
years. No authoritative examination of international finance 
over that period has yet been made, and in many respects the 
material for it is not yet available. One may express the hope 
that among the results of Mr. Snowden’s new Commission on 
Finance will be the shedding of much light on many dark comers 
in the financial world. To-day, in the attempt to explain, there 
is far too much risk that one may only mislead. 

Professor Cassel holds that “ an export of capital is always 
counterbalanced by an export of goods to the same value,” 
including in goods services, and that, therefore, “ the equilibrium 
of the rate of exchange will not be affected.” Further, ho eon- 
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eludes that ‘‘ a central bank can always buy all gold currency that 
is offered to it, provided the price is kept a little below par, without 
running the risk of the currency being inflated by a superabundant 
import of foreign capital,’* for the rise in internal prices would 
bring about “ a consequent rise in the exchange value of foreign 
gold currencies ” previously undervalued. His second lecture is 
devoted to disproving the alleged drawbacks of an export of 
capital, and to showing that a diminution of such exports has 
been the cause of the depressed condition of the great exporting 
industries of industrial countries, particularly Great Britain. 
In his third lecture he examines the effects of tlie Dawes Plan on 
Germany, especially in view of the tariff policy of the United 
States, and usefully points out to Chicago that “ the United 
States must once and for all make a definite choice between their 
interest in protecting home industries and their interest in 
alleviating their federal budget.” 

Professor Gregory also contributes three lectures, in the course 
of which he gives a criticism of the estimates of the “ balance of 
trade ” made annually by the British Board of Trade, a criticism 
which is needlessly uns;^Tn pathetic to the difficulties which the 
Department has always frankly set forth. He gives no assistance 
in the removal of those difficulties, and he credits the Board in 
one place with an assumption which it certainly does not make in 
so simple a form ; referring to the fact that the “ balance ” is one 
of revenue items only, he says that “ it is assumed that if the sum- 
total of the credit items exceeds the visible adverse balance of 
trade, the difference measures the net balance of all the capital 
items.” Passing away from this minor matter Professor Gregory 
discusses the three main views which arc currently entertained 
as to the value of foreign investment to the economic life of 
England. The first is the orthodox Free Trade or City view, that 
investment can be left to the investor, since “ the free play of 
market forces wdll adjust the rate of interest to be paid by the 
different classes of borrowers in such a way that the price of each 
loan reflects both the degree of risk involved and the need of the 
borrower.” The second, or Imperialist-Protectionist ” or Con- 
servative view, is that exports of capital should be deliberately 
made to stimulate exports of goods, especially by governmental 
action such as the Trade Facilities Acts, and that capital loans to 
the Empire should be particularly favoured. The third view, to 
which Professor Gregory ascribes the name “ Economic National- 
ism,” is advocated by Mr. J. M. Ke3mes and his colleagues in the 
Liberal Report on “ Britain’s Economic Future.” This group 
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hold that a correct balance ” between investment at home and 
investment overseas should be maintained with the controlling 
help of a Board of National Investment, so that “ the develop- 
ment and extension of transport facilities, public utilities, indus- 
tries, housing, and agricultural equipment at home should be a 
first charge on the national savings, and . . . only the surplus, after 
the satisfaction of all reasonable domestic requirements under 
these headings, should be made available to public bodies abroad.” 
The implications of this polic}*^ are acutely analysed, and attention 
may be directed lo the third lecture, on “ the British capital 
market during the war.” Professor Gregory does not seem to 
come to any very clear decision on the matter — perhaps it was 
not his business to do so. But he quotes the estimate of the 
Coh\yn Committee that in view of the declining rate of increase 
of the population, “ provision of capital according to old standards, 
and sufficient to maintain the existing rate of production and 
the states quo of the standard of living, can continue to be found 
without the least difficulty.” From this he concludes that 
‘‘ even if, then, it is held that a larger per capita investment at 
home than was normal in the past is desirable in the future, it is 
improbable that a slight shift in interest rates would not succeed 
in diverting funds to home use, even without any administrative 
interference with the processes of investment other than some 
extension of the volume of domestic issues having the status of 
trustee securities.” 

Mr. Kuezynski’s contribution to this volume is a useful review 
of the process of American lending to Germany and of the effects 
of redemption of these loans on American economic life. America 
can sell goods so long as she lends, he points out. “ But America 
cannot go on for ever lending to Germany. Some day there must 
be a settlement. Some day America must be prepared to accept 
redemption with its consequences.” 

Mr. Norton discusses ” backward countries as a field for 
investment ” from the American standpoint. “ Tt seems to me,” 
he says, quite evident that the investment of capital in backward 
countries is not only a legitimate, but a desirable, proceeding. 
It seems desirable even in view of the unpleasant duties that 
sometimes go with it,” such as ‘‘ protecting ” American interests 
in such places. “ The problem of backward countries as a field 
for investment is the problem of finding at one and the same 
time adequate restraint for them and adequate self-restraint for 
ourselves.” 


Henry W. Macrosty 
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The Economics of Farm Rdief. By Edwin R. A. Seligman. 

(New York : Columbia University Press. 1929. Pp. 303.) 

The conclusions of various Parliamentary commissions which 
have studied the agricultural situation in England have been 
subjected to careful analysis by many experts in the field of 
agricultural economics. The great number of relief measures 
which have so far been proposed testify convincingly to the 
complexity of the problem. Whether or not the present symp- 
toms of depression in American agriculture indicate that the 
ailment which has played havoc with the English farmer has now 
spread to the United States remains as yet unanswered. In any 
event the point has been reached in this country, where an 
inquiry into the farmer’s economic well-being is demanded. 
Expediency compels our political leaders to assume a serious 
mien whenever the plight of the farmer is discussed ; they have, 
furthermore, been induced to commit themselves deeply in regard 
to farm relief. The recent appointment of a Farm Board, with 
extensive powers and with substantial financial resources at its 
disposal, confirms this situation very definitel}’. 

In the Eco7iomics of Farm Relief Professor Seligman under- 
takes to diagnose the difficulties and grievances of the American 
farmer. “ Instead of population pressing upon food supply,” 
the author writes in his preliminary remarks, “ food supply is 
pressing upon population ” (p. 24). The implications of this 
statement are far-reaching. Disparity between demand and 
supply has threatened the farmer before. The disposal of surplus 
farm products necessitates either the development of a foreign 
market or an increase in domestic consumption — perhaps both. 
The formulation of a set of rules which will accomplish the desired 
results is well-nigh impossible. The situation is complicated by 
circumstances beyond the control of man — weather conditions, 
the ravages of unconquered insect pests, etc., and, to a lesser 
extent, changes in standards of consumption. The long-time and 
the emergency problems, as Seligman calls them, must necessarily 
be met by different agencies ; any programme of farm relief must 
include both. 

Seligman’s proposed roads to agricultural prosperity traverse 
many shaded lanes where visibility is seriously obstructed and 
surmount a not inconsiderable number of grades which necessitate 
on the part of the reader a highly -geared imagination. But in the 
main his judgments and his advice are sound, as might be expected 
from one who has devoted most of his life to the study and prac- 
tical application of economic theories. He concludes liis lengthy 
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argument with the remark : “ The farmer’s problem is in large 
part a problem of readjustment. The acuteness of the situation 
will disappear, as has been the case in previous periods of depres- 
sion. But the pains of the transition may be alleviated by 
remedial action. Moreover, there remains a substantial sub- 
stratum of more permanent conditions. There are at work funda- 
mental causes of both a world and a domestic character which 
render the position of the farmer relatively more difficult and 
which tend to menace his continued equality with industry. 
Government can indeed provide no panacea, nor can it reverse 
the operation of factors that depend upon forces beyond its 
control. But in the more modest task of removing obstacles, of 
affording opportunities, of equalising conditions, of taking 
emergency action and of rendering aid where it is imperatively 
needed, a Government Farm Board can do its share in helping to 
preserve the old-time American farmer and in leading him on to 
ever newer levels of prosperity and contentment.” 

The “ modest task ” which Seligman speaks of is actually a 
stupendous one. Experience indicates that economic adjust- 
ments are extremely difficult to accomplish by legislative action. 
If the present programme of farm relief in the United States is 
to meet with any measure of success, Government effort will have 
to be supplemented by unstinted co-operation on the part of 
the farmer. 

Felix Flvqel 

Univer, Hy of California, 

Transport Cu-ordination. By K. G. Fenelon, Ph.D. (King. 

1929. Pp. 142. 65.) 

This book bears witness to the increase of attention which 
economists are now giving to the branch of their subject dealing 
with transport problems. The pioneering work of the late Sir 
William Acworth was limited mainly to questions appertaining 
to railway transport; to-day the field is wider, and, rightly, 
transport is increasingly regarded as a complete whole. The 
inter-relationship between the various species of the genus forms 
the most pressing problem in this branch of economic study, and 
Dr. Fenelon’s book, which is described in a sub-title as “ A Study 
of Present-day Transport Problems,” is published at a time 
when the focus of attention is directed upon many of the subjects 
he discusses, such as the regulation and co-ordination of London 
traffic. 

A paper read at the Glasgow meeting of the British Association 
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provided the seed from which this present work grew. That the 
seed was carefully tended and skilfully directed is abundantly 
clear, while the author was fortunate in that important events 
have followed one another closely in the field of which he treats, 
such as the successful application for road powers by the railways, 
and the consequences of those added powers. Dr. Fenelon has 
divided his study into five main parts, in the first of which he 
contrasts the economic characteristics of the various types of 
transport, and attempts to outline their respective economic 
spheres. Evolution of the internal combustion engine for road 
and air transport still continues, and this section of the book is 
almost entirely free from the error of attempting to draw hard- 
and-fast margins between the spheres of function of the various 
transport methods. The author wisely stresses the effect of an 
increased degree of retail trade, and its relation to transport 
service, and points out the development of production in country 
districts through the coming of the motor vehicle, though equally 
he draws attention to the comparative lack of success of the 
electric vehicle for city haulage. The picture drawn of canals in 
Great Britain is not a particularly optimistic one, except, perhaps, 
for the revivified Grand Union, which may be regarded as a “ new 
venture of great interest.” On the other hand, the development 
of civil aviation has been very striking, though primarily in the 
international sphere, and amongst its advantages the author 
might well have included its power of rendering tariff walls totally 
ineffective except at termini. 

The succeeding section of the book deals with road and rail 
competition, and discusses without bias this problem which faces 
all industrialised and some other countries. The demise of light 
railways, and the unremunerative character of railway branch 
lines attracts attention, as does the fundamental weakness of the 
railway with its heavy burden of fixed costs and nationally regu- 
lated conditions of work. There is considerable truth in the 
statement that Much of the work ... by the Rates Tribunal 
has indeed been wasted labour and gone for nothing,” owing to 
road competition and the depression in trade, though in assuming 
that a reduction in gross revenue, as, for instance, in coal traffic, 
necessarily means proportionate reductions in net revenue, the 
author would seem to be on less firm ground. Similarly, while 
train mileage as a measure of work done may increase, the cost 
per unit may fall so as to more than offset the increase. While 
pointing out that the main attraction of the long-distance motor 
coach is cheapness, the author reminds one that the average 
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receipt per passenger mile by rail is less than one penny, which is 
the figure at which buses can operate successfully. That com- 
petition inevitably leads to co-ordination and comparative sta- 
bility is the basis of the section dealing with ** The Economic 
Basis of Co-ordination,” while the practical steps which have been 
taken in road and rail co-ordination in Great Britain and abroad 
follow in logical sequence. A short chapter then deals with the 
relationship of air and water transport, inland and coastwise, to 
the other forms of transport, while the book concludes with a 
most useful description of the “ Co-ordination of Passenger 
Transport Facilities in Great Cities,” covering Paris, Berlin, 
Vienna and London. 

Provided with a complete index. Dr. Fenelon’s book should 
prove very useful to students of transport economics, and valuable 
as a book of reference in regard to recent traffic trends and 
legislation. 

C. E. R. Sherrington 

Emigration from the British Isles (with special reference to the 
Development of the Overseas Dominions). By W. A. 
Carrothers, D.F.C., Ph,D. (P. S. King & Son, Ltd. 15^.) 

Here at last is a study of the problem of Emigration from the 
British Isles which throws light both on past difficulties and 
on present-day emigration, and at the same time treats of the 
development of the Overseas Dominions. 

The British migration which began after the Napoleonic wars, 
and which carried on through the nineteenth and twentieth cen- 
turies, is, as Dr. Carrothers points out, the greatest in the history 
of the world. Not only is it important in point of numbers, but 
it laid the basis of what is now the British Commonwealth of 
Nations, relieved the Old Land of population for which no work 
could be found, gave an impulse to steamship construction, and 
was the origin of the gold discoveries in the British Dominions 
which changed the whole economy of the world. 

The book covers the thought and practice of the nineteenth 
century on the subject of population — the pessimism of Mal- 
thusianism, succeeded by the optimism resulting from railway 
development and industrial expansion — and shows how opinion 
reflected conditions and influenced policy. There are three 
chapters dealing with Edward Gibbon Wakefield’s ideas and 
schemes and their effects on Australian and New Zealand 
settlement. 

Special attention is given to the emigration from Ireland and 
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Scotland caused largely by distress — ^particularly by the Irish 
famine. 

We come to see that assisted emigration is no new method. 
It was applied from time to time in the past century, but had 
lapsed in the years immediately before the Great War, when the 
prevailing motive was hope of advancement rather than distress 
or fear of distress, and yet in 1912 the high-water mark of emigra- 
tion from the British Isles was reached. A decrease of 15 per cent, 
came in 1913, and a still greater decrease in the early months of 
1914. Allied with the change in motive of the emigration of this 
century there was a remarkable change in the destination. In the 
decade 1891-1900 only 28 per cent, of the emigrants from the 
British Isles went to places within the Empire, but from 1901 to 
1912 the number remaining within the Empire increased to 
63 per cent, of the total, and in 1913 it was 78 per cent. 

There was a further reason for the change in motive of the 
emigration in the increasing tendency for periods of prosperity 
and depression to coincide in the great industrial and commercial 
countries such as Great Britain, United States and Germany. 
This naturally gave rise to an emigration resulting not so much 
from actual depression as from the pull of greater opportunity 
elsewhere, and modern transportation facilities provided greater 
freedom of movement in the corresponding periods of prosperity 
in England and abroad. Because of this there has grown up the 
mistaken theory (originally propounded by Sir Robert Giffen in 
1885) that periods of prosperity are periods of greatest emigration. 
This theory appears in reports of the Overseas Settlement Com- 
mittee from time to time. The error arises from the attempt to 
deduce general principles regarding emigration from purely 
statistical data, leaving out psychological factors. No two 
emigration cycles are alike, but an analysis of nineteenth-century 
emigration statistics reveals a tendency for tlie “ movement to 
take place about the beginning of the second year of the period 
of depression, and this increase has carried over into the succeeding 
period of prosperity.” 

Turning to post-war emigration, difficulties have arisen from 
mistaken conceptions of what is possible in view of the almost 
revolutionary social and economic changes both at home and 
abroad; — in the British Isles, cessation of Irish emigration, the 
protection of the worker, the increasing paternalism of the State, 
the increased cost of passages, and the psychological reaction 
against emigration on the part of a people who felt the Old Land 
ought to provide homes and bread : and in the Dominions, 
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agricultural depression, completion of railway construction, 
increasing use of machinery in all forms of primary production, 
growth of labour unions with their jealously guarded privileges, 
and the return to the Dominions of their troops after the war. 

It was perhaps difficult to foresee these changes in 1921, when 
the migration policy was endorsed by the Conference of Prime 
Ministers and later embodied in the Empire Settlement Act of 
1922. Based on the idea of a redistribution of the white popula- 
tion of the Empire through Government-aided migration, there 
seemed to be confidence that the pre-war movement would 
recommence. 

In 1923 the Imperial Economic Conference stated : “ The new 
policy aims at remedying the shortage of white population over- 
seas and diminishing in some degree the present excessive inequality 
of distribution of the white population of the Empire, while at 
the same time ensuring that a larger proportion of tlie normal 
stream of migrants from the more densely populated countries of 
the Empire shall be retained under the British flag.” 

In 1926, despite the clear appearance of the changes indicated, 
considerable optimism still prevailed at the Imperial Conference, 
but the resolution with regard to the redistribution of population 
pointed out that “ it would be impracticable, owing to financial, 
economic and political considerations, to promote mass move- 
ments of population yet the Conference was “ satisfied that 
by continuous adherence to the present policy it should be 
possible steadily to increase the flow of population to those parts 
of the British Commonwealth where settlers are most needed for 
development and general security, and where they will find the 
greatest opportunities.” 

Dr. Carrothers rightly points out that this recognises the 
diflSculty of the policy and indeed to some extent its failure, yet 
continues to saddle the Overseas Settlement Committee with the 
impossible task of developing the movement. 

“ There are indications,” he writes, “ that the nineteenth- 
century emigration movement from the British Isles, which 
commenced at the close of the Napoleonic wars, is drawing to an 
end. That the movement will cease completely is unlikely. 
There would still be the adventurous spirits, the dissatisfied and 
the distressed, who from year to year would seek their fortunes 
elsewhere, part of whom would be drawn to the Dominions. But 
the practical cessation of emigration from the British Isles would 
create serious problems for the Dominions, particularly Australia, 
assuming that the economic development of the Dominions is 
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such as to require immigrants.” In this concluding paragraph 
the author really sets out the problem. 

The question arises whether the economic depression affecting 
the heavier industries and the post-war unemployment are not 
only far from being epidemic and chronic, but simply episodic in 
the economic history of the country. The question is really 
whether fewer people, if there were fewer people, would be 
better off. The answer to that can hardly be in terms 
of the number of unemployed, for if the unemployed were 
drawn off, unemployment might still remain. Nor can it be 
answered by considering income per head, wliich in the case 
of England has increased enormously, and indeed income 
has grown with the increase of population in the Dominions 
and in the United States. The economic doctrine that capital is 
fixed, and the more that share it the less tlierc is to share, takes 
no account of the phenomenon (of which modern France is a 
striking example) of an immigrant able-bodied labour supply 
constantly inducing and making it i)roritable for the entrepreneur 
to find productive work. Tliere are signs that agriculture in the 
United States is suffering from a lack of adequate farm labour 
supply resulting from qiuda restrictions. 

The definition of “ optimum ” population and the desira})ility 
of emigration or immigration, as the case may be, is primarily the 
economic problem. Dr. Carrot hers has kept this in mind, but 
has treated the subject along historical lines. There is now 
needed, however, a statistical and analytical survey of migration 
taking into account the factors of the tliscoveries of gold and the 
beginnings of steamship and railway development. Whether 
mineral or water-power development will have the same pull in 
the matter of migration as gold, for example, in the middle of 
the nineteenth century, in the inarch of settlers westward in 
America towards California and in Canada towards the North- 
west, and in Australia and New Zealand, remains to be seen, 
lias Great Britain still got in her millions the type that w'ill 
undertake the heavy tasks of the pioneer ? This book gives 
glimpses of the hardships which Irish settlers had in Canada, and 
the stories are confirmed bj^ Senator Andrew Haydon in his book, 
Pioneer Sketches in the District of Bathurst, in his very interesting 
chapter on ” The Ballyghiblins.” These settlers had had such 
hard conditions in Ireland that they were pleased with the 
reception given them in Canada. 

Through such has Canada achieved Dominion. Unfortunately 
the last generation in England had their share of hardship in 
No. 157. — VOL. XL. 
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France, and this must have m^ide the appeal of pioneer life some- 
what less attractive. 

Dr. Carrothers in his Preface expresses the hope that the book 
may be of assistance in removing the idea that the migration 
problem is “ simply that of recruiting and transporting migrants.** 
The book does more. It demonstrates that the problem is so 
little understood because it demands a thorough and rare knowledge 
of social, economic and psychological factors both at home 
and abroad. 

R. England 

Lancashire Betrayed. By Ernest E. Canney. (Manchester : 
John Heywood, Ltd. Pp. 127. 3^. 6rf.) 

During the last few years Mr. Canney has written many 
articles and delivered many addresses on the post-war situation 
in the cotton industry. This book is composed of a selection of 
them, and in its style and in the repetition it contains bears 
marks of its origin. Its somewhat startling title is justilied by 
Mr. Canney on the ground that the lotton industry had been 
subject to a series of betrayals : {a) by the militarism that 
brought about the war, (i) by the country denying the tacit 
guarantees of a sound and considerate national policy, (c) by the 
majority of those engaged in the industry having turned aside 
from the difficult path of sound principle to explore the easy 
and highly attractive route to perdition, (J) by those contributing 
to the literature of the cotton problem who have found an easy 
way out of its perplexities by thrusting the blame entirely on 
to the depressed spinners. 

Generally Mr. Canney contends that the situation in the 
cotton industry is due to causes external to the industry, and 
insists that his statement of these causes and of the remedies for 
the situation is applicable to all the depressed basic industries : 
coal, iron and steel, shipbuilding, shipping, and agriculture. 
These industries, he declares, have served as the dumping ground 
for the post-war burdens of the nation at large, and the key 
question which those engaged in the industries ought to ask, 
both for their future guidance and to clear up the present situa- 
tion, is, “ Are we to understand that investors of capital and 
labour in the staple export industries will in future be called 
upon to take up the burden of all wars, whilst other sections of 
the community will be allowed to escape practically scot free ? " 
Mr. Canney is so impressed with the need for this question to be 
asked and answered that, at the outset of the address in which 
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it appears, he reminded his audience of the method adopted by 
the seconds in the old prize-ring of stimulating the activity of 
their semi-conscious champions by biting their ears, and stated 
that, on that occasion, he intended, if he could get at them, 
“ to take a few bites at the deaf ears that Lancashire usually 
turns when recommendations outside the normal routine of the 
industry are discussed.” 

In the same address (the theme of which is present in all the 
others) Mr. Canney dealt with the effects of deflation on the 
finances of a sample of the cotton mills reconstructed during the 
boom of 1919-20, and contended that, at the time of the address, 
“ expressing everything in goods values . . . loanholders have 
had in repayments already G3*6 per cent, of the original loans; 
yet the outstanding loans remain at 32*6 per cent, more than the 
original loans. Meanwhile they have enjoyed interest nominally 
at 6 per cent., but in real value at 10-25 per cent.” Other burdens 
which the cotton industry and other staple industries have to 
bear are those consequent upon ‘‘ the excessive remuneration in 
national and local services, the price rings and other trade agree- 
ments, monopoly combines, safeguarding and protecting of minor 
industries, subsidies for new industries — one or other of which 
applies to all sheltered industries, professions and public services, 
as well as to the retailers. By these adventitious aids large sec- 
tions of the community . . . have been enabled to evade the 
war burden and to thrust their share upon the staple industries.” 
At the close of the address Mr. Canney formulated his recom- 
mendations, of which two may be mentioned : first, that the 
cotton industry should become politically conscious and see that 
it has adequate representation in Parliament; second, that a 
special committee should be set up to estimate the financial 
assistance required to repair the damage of deflation and to 
formulate a claim on the nation. 

If one may summarise the whole of Mr. Canney ’s articles and 
addresses in a few words, it can be done by saying that he points 
out that certain industries and trades have been hardly hit by 
the war-caused economic dislocation, and by measures which 
have been adopted since the war, while other industries and 
trades have become more prosperous. He insists that readjust- 
ment is required, and that the power of the State should be 
invoked to attain it. 

In conclusion, mention should be made of the four cartoons 
by which the book is enlivened. One cartoon is of particular 

interest, for, among the “ Olympian oracles ” depicted, there is an 

K 2 
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economic theorist who in face and figure bears a striking resemb- 
lance to one well known (bj" name at any rate) to all the readers 
of this Journal. If Mr. Canney has himself produced these 
cartoons (and there is nothing to show that he has not), this 
notice of liis book may close with an expression of the opinion 
that, whatever happens to the cotton industry, there will 
still be scope for similar expressions of his ability. 

G. W. Daniels 

Taxation in the Modem State. B}^ Alzada Comstock. (Long- 
mans’ Economic Series. Pp. 236.) 

This book is a comparative study of the various forms of 
taxation in certain modern states, attention being chiefly paid 
to the United States, Great Britain, Germany, France and Italy. 
Dr. Comstock is concerned principally with post-war develop- 
ments, which, he contends, have not received adequate recogni- 
tion in recent works on public finance. The chief changes have 
been “ an increased use of direct taxes, an unprecedented develop- 
ment of progression, and the introduction and continued use of 
sales taxes.” 

Modern international debt payments are regarded as relatively 
unimportant, whether viewed from the standpoint of the debtor 
or of the creditor country. But they are treated with reference 
to the proportion which they bear to the budget receipts and 
expenditures of the different countries, and no consideration is 
paid to the transfer problem. 

There is an interesting description of the sales taxes which 
have been adopted in various European countries since the war. 
These taxes have not apparently led to the vertical combination 
which it was anticipated they would produce ; nor do they seem 
to have aroused any great opposition on the part of the con- 
sumer. Of course their effects were invariably masked during 
the first years after the war by currency depreciation. 

One would be glad to have a fuller discussion of the reasons 
for the comparative importance or unimportance of certain 
taxes in modern financial systems : for the absence, for example, 
of sales taxes in the systems of the United States and of Great 
Britain. Anglo-Saxon ” fiscal tradition ” and “ fiscal theory ” 
do not provide an adequate explanation of this fact or of the 
greater relative importance of the income tax in the British and 
American systems. A considerable influence must be ascribed 
to the differences in the level of national incomes and to the vary- 
ing degrees of industrialisation. 
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The part played by capital levy schemes in different countries 
is not satisfactorily distinguished. Clearly there was a sharp 
distinction between the proposal to pay off a large portion of 
a war debt by a levy and the imposition of a levy, payable by 
instalments over twenty or thirty years, with a view to obtaining 
an additional source of revenue. 

Some errors appear in the description of English financial 
conditions. The Englishman, it is said, could show “ a burden 
of local rates equivalent to national taxation.” Differentiation 
in the income tax is supposed to be secured by the application 
to earned income of a scale of rates “ which are throughout 
lower than the corresponding rates applicable to unearned 
income.” 

E. L. Hargreaves 

Orid College, Oxford, 

The Co-operative Movement in Russia during the War. “ Con- 
sumers’ Co-operation,” by Eugene M. Kaydbn, Prof, of 
Economics, the University of the South; ” Credit and 
Agricultural Co-operation,” by Alexis N. Antsifbrov, 
formerly Prof, of Economics and Statistics, Kharkov Uni- 
vcrsit3% Russia, (Yale Univ. Press, New Haven, Conn. 
1929, Pp. xvi + 420. IHs.) 

Prof, Kayden’s essay on Consumers’ Co-operation deals with 
a subject which, for the English reader, has a distinctly urban 
connotation. Not so in Russia, where at least 80 per cent, of 
Consumers’ Societies belonged to rural areas and had a peasant 
membership, and where, in the villages, co-operative stores could 
be considered to some extent as part of the system of agricultural 
co-operation. Indeed, on the one hand, they very often fulfilled 
the functions of purchasing agencies for their members, while, on 
the other, the very fact that they reduced the prices of necessaries, 
swollen to exorbitant figures, especiallj’^ in the remoter districts, 
by the village shop-keepers, who represented, only too often, a 
glorified version of common usurers, permitted the peasant’s 
slender working capital to go farther, thus exercising a beneficial 
influence on his farming. Prof. Kaydcn reviews the development 
of various forms of consumers’ co-operation in Russia since its 
earliest tentative beginnings in the ’sixties, to its expansion in the 
years preceding the war and its short-lived luxuriant efflorescence 
during the war and the earlier stages of the Revolution. The 
author musters a vast array of statistics dealing with various 
aspects of the movement, the details of its organisation and 
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finance, the development of combination of primary societies into 
federations, and, in a separate chapter, with consumers’ co- 
operation in Siberia. Throughout the whole essay, one feels not 
only the work of the student, but also the loving touch of the 
enthusiast of his subject. It is to bo regretted, however, that, 
either because he was somewhat carried away by the contem- 
plation of the rajud expansion of the movement after 1917, or, 
which would appear more likely, because practically the whole 
of the materials referred to in the foot-notes belongs to the 
revolutionary period and deals with what have actually been 
post-war developments. Prof. Kayden permitted his account of 
consumers* co-operation during the war to be dwarfed by that 
of the enormous, though unhealthy, expansion of the later 
years. 

Prof. Antsiferov’s stud}^ is the work of a distinguished Russian 
economist, who had also taken an active interest in the develop- 
ment of credit co-operation in Russia. His essay, carefully 
balanced and written with much kno^\]cdgo of the organisation of 
credit co-operation in Russia and abroad, will prove exceedingly 
useful to the serious student of the co-operative movement in the 
Russian countryside. His discussion of the characteristics and 
I)eculiarities of credit co-operation in Russia is very instructive, 
and reveals with complete impartiality both the vigour and the 
inherent shortcomings of a movement whoso evolution before and 
during the war pointed to great potentialities. He w’eighs 
conscientiousl 3 ^ the pros and cons of Covernment financing and 
inspection of credit associations, and discusses the paradox — 
more apparent than real — of the excess of free balan(;cs in a 
country notoriously ])oor in capital and credit facilities — a sure 
sign of the co-operative credit S 3 ^stem not yet having reached 
maturity, and its resources not yet having acquired the necessary 
degree of fluidity. This, indeed, w^as only a matter of time, and 
would, under normal conditions, have been done away with partly 
by the development of credit unions of higher order, on a regional 
or even national scale, partly through the closer fitting of the 
co-operative into the general credit system of the country, 
towards which the establishment, in 1912, of the Moscow Narodny 
Bank marked the first advance. 

Thus, taken by themselves, the tw'o studies are verj^ valuable 
contributions to the history of co-operation in Russia. And yet, 
on closing the book, one cannot help feeling in it a singular lack 
of internal cohesion. It somehow fails to convey an adequate 
idea of the place of co-operation in the economic system of pre- 
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revolutionary Russia and of its organic connection with other 
aspects of the country’s social and economic development. Only 
against the general background of Russia’s economic development 
since the ’sixties, when the first abortive attempts had been 
made to implant co-operative institutions in a country-side still 
living under conditions of isolated semi-natural economy, can 
the evolution of co-operation in Russia be seen in proper per- 
spective. The first co-operative associations, almost without 
exception, had rapidly withered away, and it was not until the 
close of the nineteenth centurj- that the grow ing commercialisation 
of peasant farming, which accom})anied the industrial expansion 
in Russia, provided a more favourable environment for the grow'th 
of rural co-operation. Survivals of the old regime of natural 
economy, such as the rural commune and open-field tenure, began 
to be felt as irksome hindrances to individual progress, while 
closer intercourse with the market made the co-operative 
organisation of small producers imperative. Hence the rapid 
progress, in the decade immediately preceding the war, of the 
peasant enclosure movements inaugurated by the agrarian 
legislation of Stolypin on the one hand, and of co-operation in its 
various forms on the other. The war brought about the pro- 
gressive disorganisation of the markets, whose development had 
hitherto been responsible for the growth of co-operation. The 
expansion of the co-operative movement during the war had been 
due not to the economic j)rogress of the country and the growing 
commercialisation of peasant farming, but to the process of 
economic dissolution and the consequent dearth of necessities, 
wliich the people sought at least partially to mitigate by joining 
or starting co-operative organisations. At the height of its 
apparent glory, indeed, the co-operative movement in Russia had 
been smitten by internal rot. This, in a brief outline, was the 
story of Russian co-operation as it is seen in j>rojection on the 
general economic background of pre-revolutionary Russia : a 
story which explains much that appears as strange or peculiar in 
the organisation and grow th of Russian co-operation, and which, 
if it had been told in a General Introduction, would have secured 
far greater cohesion in the volume. 


George Pavlovsky 
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The Remaking of Village Imlla, By F. L. Brayne. (London : 

H. iVIilford. Pp. 202 . 56 \) 

Socrates in an Indian Village, By F. L. Brayne. (London : 

H. Milford. Pp. 130. Is, ikl.) 

Both these books bv the same author deal with the subject 
of welfare W'ork in Indian villages, and the methods to this end 
that the writer suggests and has actually put in operation in a 
particular district in the Punjab. Though primarily intended for 
Indian readers, they are of general interest in presenting a vivid 
picture of the conditions of rural life in India and of the com- 
plicated social and economic problems to be encountered and 
overcome before any material improvement can be elTected. 
Underlying these problems, some of which are necessarily peculiar 
to the locality, are the wider issues affecting progress generally" 
in the country, the d('graded position of the women, the short- 
comings of the present system of education and the absence of 
any spirit of social service. 

The title of the first of these books, comprehensive as it is, 
hardly conveys an adequate idea of the extensive programme of 
reforms contemi)lated, which touch almost every phase of rural 
life. They imply practically its reconstruction on modern lines. 
The first steps must obviously concern the improvement of the 
mediaeval system of agriculture to ease the struggle for existence, 
and the observance of elementary principles of hygiene, the 
neglect of which leave the peasant a prey to disease. The evils 
of present practices are brought out in a clear and forcible manner 
in the accompanying volume. 

The next and equally important step is to bring about a 
change in the peasant’s outlook on life and to implant in his mind 
the idea of bettering his immediate surroundings. Uiiless there 
is some ambition to achieve a higher standard of living, the money 
gained by more scientific methods of farming will bo poured out 
in wasteful expenditure on jewellery, marriage ceremonies and 
litigation. The lesson the social reformer has to teach him is to 
devote his greater earnings to the improvement of his farm and 
his home, and to safeguarding Ids own and his family’s health. 

These innovations in many cases involve a break with time- 
honoured practices and customs prescribed by caste. Certain 
operations, which constitute an essential part of modem agri- 
culture, hitherto have been relegated to the menial castes and are 
held in disrepute by the higher castes. The caste system can 
hardly be hold responsible for other obstacles to progress, such 
as the degrading tasks assigned to women, infant marriage and a 
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fatalistic attitude towards disease : these are survivals from 
another age and, but for the intense conservatism of the people, 
might be expected to disappear with the conditions to which 
they owe their origin. Education has not affected the villager’s 
reluctance to move with the times ; partly because the teaching 
given itself is at fault, and partly because the educated boy simply 
flies from the impossible conditions of his home to seek clerical 
employment in the towns. There are other Government Depart- 
ments organised for the welfare of the rural population, but, for 
various reasons, the chief of which must be admitted to be the 
corruption of the subordinate staff, they have not succeeded in 
winning popular confidence. 

In the absence of any class of voluntary workers willing to 
devote themselves to this form of social service, Mr. Brayne was 
compelled to enroll and educate his own staff. He began by 
organising a body of village guides trained for propaganda work 
and competent to give practical advice in carrying out the new 
ideas. He also succeeded in enlisting the enthusiastic support of 
a body of boy guides, who proved ready learners and, untroubled 
by prejudice and tradition, laughingly set examples their fathers 
felt obliged to follow. 

Those acquainted with the psychology of the Indian peasant 
and his suspicion of sinister motives behind any suggestion of 
change in his way of life might well feel dubious of this attack on 
his most cherished beliefs and deep-rooted prejudices. It is 
therefore pleasant to read, ‘‘ things undreamed of before, things 
supposed to bo opposed to every custom and sentiment, have 
come to pass easily and naturally, all owing to continuous and 
intensive propaganda.” Though the methods adopted seem well 
calculated to achieve the results desired, much of the success is 
probably due to the personality of the reformer and his ability 
to win the confidence of an uneducated peasantry. 

The books arc a fine record of an earnest endeavour to improve 
the conditions of rural life in India, to instil in the minds of the 
villagers themselves a desire for progress and to direct it into the 
right channels, and to inspire the more educated members of the 
community with the spirit of self-sacrifice and social service. 

H. R. C. Hailey 

Primitive Economics of the New Zealand Maori, By Raymond 
Firth. (London : George Routledge. 1929. 256.) 

Dr. Firth’s study of the economic life of the Maori as it was 
before contact with the whites modified, not to say destroyed, it 
is so masterly a piece of work that as an anthropologist I should 
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like to reproduce here in cxtenso that summary of its contents 
which I certainly need to make for my own use. For the purposes 
of the economist, however, it would hardly be helpful to enter 
into details, unless indeed he has an unusual taste for comparative 
studies and has learnt in the course of them to regard our own 
economic system from the outside as w^ell as from within. By 
so doing he would possibly lose confidence in what the late Pro- 
fessor Hobhouse stoutly termed the orthogenic ” character of 
the line of evolution followed by Western civilisation. The 
Maori version of the good life may indeed be doomed ; for even 
the largest of the Polynesian islands is far too small to act as an 
area of characterisation able to produce a competing type of culture 
of the necessary toughness. But Asia is perhaps on a long view 
the evolutionary centre of the world rather than Europe, and 
certainly rather than America; wherefore who knows whether 
the alleged straightness of our course be not such as one day to 
carry us straight off the map ? It might be worth considering, 
therefore, whether a mode of the economic life which in a very 
general way is more like that of the Maori than our own has any 
chance of prevailing in the years to come. Put in a nutshell 
the question is whether the economic man whom we have been 
brought up, if not to admire, at least to identify with the average 
specimen of humanity has come to st.ay, or contrariwise is capable 
of a ps3’’chological transformation that w^ould make liim less of a 
materialist and yet more than ever of a man. 

Now the savage — ^though this much-abused expression fails 
utterly to do justice to the princely Maori — has little or nothing 
of the economic man in his composition. Dr. Malinow^ski has 
proved this up to the hilt in the case of his Trobrianders, who 
flaunt the fact in our faces by indulging in voyages apparently 
conceived as an everlasting round of magico-religious compli- 
ments — a marine pilgrimage pursued not for profit but for mutual 
edification. In comparison with these unworldly Melanesians of 
the tropics the Maori in their cool and lightly-stocked surroundings 
had reason to work harder. Moreover, they did so up to a point 
that, thanks to their moderate requirements, left them a com- 
fortable leisure for festal proceedings; in which war of a very 
gentlemanly kind may fairly be included. Their social system, 
though sufficiently hierarchical to place chiefs definitely above 
commoners, and men above women, nevertheless involved a funda- 
mental collectivism that gave little scope for the private accumu- 
lation, or at any rate the private enjoyment, of wealth. The 
obligation that kept high and low, male and female, to their 
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respective tasks was essentially a sacred one, a religious belief 
that the spiritual welfare of all and sundry was bound up with a 
rigid observance, positive and negative, of what custom bid them 
do and avoid. Perhaps Comte’s vision of a socialised industry 
resting on a theocratic sanction is the nearest thing that a Western 
imagination can contrive to what the Maori all-unreflectingly had 
discovered to be a method that works. It worked at an}^ rate 
well enough to turn out a very fine type of man and woman, as 
Mr. Firth is ready to testify; his whole treatment, so rich in 
psychological insight as well as in sociological grasp of the outward 
facts, proving that he possesses the s^'inpathy which alone can 
carry the anthropologist to the heart of his subject. This short 
notice must suffice to tempt the student of political economy 
away from his blue-books, so that he may contemplate the lotus- 
eater, not merely ju order to master the statistics of the lotus- 
crop and suggest intensive methods of exploitation, but chiefly 
that he may perceive how tlic economic life at its best is but a 
minor function of the moral order. 

R. R. Marett 

Exeter College, Oxford, 



NOTES AND MEMORANDA 


Unemployment Relief in Germany 

In the course of a visit to Berlin in May 1929 the writer made 
a brief inquiry into the measures adopted in Germany to deal 
with post-war unemployment. The information so obtained was 
too slight to warrant anything in the nature of a critical survey, 
and the following statement is intended to be no more than a 
summary of the principal features of recent German policy. 

Unemployment has been extensive in Germany at various 
intervals since the war, often exceeding the million mark and 
sometimes rising to over two millions. But, as in Great Britain, 
no really reliable census was possible until national macliinery 
was set up to register and pay benefit to the unemployed on a 
uniform basis throughout the country. This did not happen in 
Germany before the autumn of 1927, when the first truly national 
unemployment insurance scheme was launched. Since that date 
the figures have varied from 1,154,000 in July 1928 to 3,229,000 
in February 1929. Fluctuations between the summer and winter 
figures are far wider than in Great Britain, a fact which plays an 
important part in schemes of relief. 

For nine years after the Armistice, German ideas of relieving 
the able-bodied unemployed were influenced by two abstract 
principles : firstly, that monetary relief should only be given on 
proof of need, and secondly, that it should be conditional on the 
performance of work. The practical abandonment of these two 
doctrines in Great Britain was looked upon as imprudent, but, in 
the event, Germany has been compelled to come round to some- 
thing very like the British attitude. The means test was always 
invidious and, under a federal system, led to wide variations in 
the methods of assessing needs and benefits. Moreover, such a 
test was hard to reconcile with the contributory method which 
was adopted in 1923. The second principle broke down because 
it was never possible to provide relief works for more than a 
small minority of the applicants, and that only at great cost. 
The numbers so employed in recent years have varied between 
127,000 in July 1927 and 40,000 in December 1928. In April 
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1929 about 66,000, or 4*5 per cent, of all persons in receipt of 
benefit, were on relief work. Owing to the seasonal nature of 
most of the work, the numbers always fall away in winter, when 
unemployment is at its worst. 

Another outstanding feature of German experience is that 
between 1923 and 1927 the State (Reich) endeavoured to transfer 
the whole burden of out-of-work pay to a contributory fund built 
up mainly by employers and workers and supplemented by the 
provincial governments to the extent of a fraction varying from 
one-fifth to one-ninth. The Reich itself was to render no 
financial aid except in emergencies. 

From 1923 onwards the trend of opinion veered round in 
favour of a national insurance scheme on the British model. 
Benefit at uniform rates could then bo claimed as a right by all 
insured persons, subject to statutory conditions as to contri- 
butions, etc. The difficulty was, however, to devise a scheme in 
which all the rival interests could be persuaded to co-operate. 
On the one hand there were the strong traditions of local autonomy 
and the plain necessity of keeping the provincial governments and 
local authorities in touch with the machinery, and, on the other, 
there was the united demand of employers and workers for 
industrial self-management under a national system. In the 
end, after several years of discussion, the industrial interests were 
able, to a large degree, to prevail, though local government 
representation was not ignored. 

Organisation of the Sew Service . — Under the Employment 
Exchange and Unemployment Insurance Act of .July 1927, a 
special service was created which was national in character 
without being an ordinary Government Department. A National 
Institute or Commission (Reichsanstalt) was set up as a public 
body with executive powers and answerable to the Minister of 
Labour only on matters of law and principle. To av’'oid, so far 
as might be, the creation of a bureaucratic machine seems to have 
been one of the dominant motives. The new Reichsanstalt 
consisted of — 


{a) The National Administrative Council, with an 
Executive Committee and a full-time President. 

(6) The thirteen Divisional Councils (covering eighteen 
Provinces) with full-time Presidents appointed by the 
President of the Reich. 

(c) The 361 Employment Offices with Managing Com- 
mittees and Chairman appointed by the Central Authorities. 
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Every Council (National, Divisional and Local) was composed of 
representatives of employers, workers and public bodies in equal 
numbers. In addition, at the Ministry of Labour, a small depart- 
ment of Civil servants was set up to enable the Minister to 
supervise the work of the Reichsanstalt and to deal with matters 
of legal interpretation, leglislation, etc. 

Scope of Unemployment Insurance , — About 17 million workers 
arc covered by the scheme as compared with 21 million persons 
covered by the compulsory Health Insurance Scheme introduced 
by Bismarck over forty years ago. The exceptions from Unem- 
ployment Insurance are very like those in the British Scheme, 
except that about one million of the less regular agricultural 
workers are brought into insurance. The majority of farm- 
workers are, however, excepted in so far as they are engaged on 
half-yearly or yearly contracts. Theoretically, such a policy of 
selecting from agriculture the bad risks and omitting the good, is 
open to question, but similar anomalies are allowed to persist in 
the British scheme. Perhaps no insurance legislation can afford 
to be quite logical. The income limit for compulsory insurance 
for salaried workers is as high as £420 a year. Voluntary 
insurance is permitted in certain cases. 

Contributions , — ^The whole cost of insurance, Employment 
Exchanges, including vocationcal guidance and training, is left 
entirely to employers and workers, thus corresponding with the 
arrangement under which the executive control over the Employ- 
ment Exchanges and Unemployment Insurance is entrusted to 
a semi-independent Commission or Institute, The National 
Exchequer contributes nothing except by way of loan when the 
Fund is overdrawn. But, as will be seen later, the Reich has 
been compelled to shoulder part of the burden in other ways. 

The contributions of employers and workers are collected by 
the Health Insurance Institutes (some 8000 in number and mostly 
on a territorial basis), and are transmitted by them to the 
Divisional Employment Office for the area in which their head- 
quarters are situated. (There are exceptions to this rule.) The 
contribution is regarded as consisting of two parts, a national 
share and a divisional share, but is collected in one amount, 
namely, 3 per cent, of the w^ages of every insured person. For 
the higher-paid clerks, etc. the percentage is calculated on a fixed 
maximum of £3 10.S. a week. The employer is entitled to deduct 
half the amount from the wages paid to the employee and is 
legally responsible for transmitting the joint contribution to the 
Health Insurance Institute for the area. 
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The amount of the individual unemployment insurance con- 
tributions may be indicated by the case of a worker earning 55s. 
per week, whose total unemployment insurance contributions, 
including the employer’s share, would amount to Is. l\d. per 
week. It may be added that compulsory Health Insurance 
contributions, which vary slightly between different areas, may 
amount to as much as a further 6 i)er cent, of wages, making a 
total of 4,9. \l\d. for both insurances in the case mentioned 
(compared with a total of 2s. 9d. for similar insurances in Great 
Britain). 

The Reichsanstalt audits the accounts of the Divisional and 
Local Offices, and checks the income due from contributions, but 
the District Health Insurance Institutes arc responsible for the 
ordinary inspection of employers and workers, with a view to 
securing compliance with the provision both of Health and of 
Unemployment Insurance within their own areas. Since, how- 
ever, a certain number of workers, e.g. coal-rniners, are insured on 
a craft or other basis in special societies and are not in the terri- 
torial grouping, the ordinary inspection, in their case, is likely to 
be rather perfunctory. 

Benefit . — Three kinds of benefit existed in 1928-29, but only 
two of these have a permanent place in the scheme. Ordinary 
insurance benefit is payable for 20 weeks, subject to proof of 
genuine unemployment, to insured persons who have 26 weeks’ 
contributions to their credit within 12 months. In calculating 
the retrospective period of 12 months no account is taken of w’eeks 
of unemployjjicnt or sickness, subject to a maximum of three 
years. 

Benefit is paid in accordance with the wage class of the 
claimant. There are eleven wage classes, mounting by stages of 
about 5s. at a time. The highest class (No. XI) corresponds to 
a unit wage of 03.9., and the lowest to a unit wage of 8,9. a w’eek. 
In the highest class, the weekly benefit for a single man is 22^. ; 
in the low’est class, 6.s. Family allowances are also paid at the 
rate of 6 per cent, of the unit wage for each dependent, subject to 
a certain maximum. Workers who suffer a reduction of weekly 
wages through short time may receive benefit, but the short-time 
benefit and the remuneration together must not exceed five-sixths 
of the full remuneration. 

Health Insurance and Old Age Pension contributions are paid 
out of the Unemployment Insurance Fund during the receipt of 
standard benefit. (This has proved to be a heavy burden.) For 
new claims there is a normal waiting period of seven days, but this 
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is waived in cases of short-time workers, persons who have had less 
than six week’s work since their last spell of unemployment, 
persons who have been incapacitated for at least one week, and 
persons with four or more dependents. On the other hand, the 
waiting period lias recently been increased to fourteen days for 
young persons under twenty-one without dependents. 

Persons in receipt of benefit must register at least three times 
a week at the local Employment Exchange. 

The second kind of benefit is Emergency Benefit. It is a 
non-contributory benefit, provided to the extent of four-fifths by 
the National Exchequer and one-fifth by the local authorities. 
It was intended to be applied only in times of i)ersistciitly heavy 
unemployment as a secondary provision for those unemployed 
persons who either — 

(а) had exhausted their 26 w'eeks of insurance benefit, or 

(б) could not show 26 weeks’ contribution??, but had been 
in insurable employment for at least 13 weeks in the qualifying 
period. 

Emergency Benefit is only paid on proof of need, not as a right. 
Every case is considered by the Managing Coiuiuittee of the 
Employment Exchange. Tiie duration of emergency benefit was 
originally (in 1927) limited to a period of 26 weeks, but was 
subsequently extended first to 39 weeks and then to 52 we(*ks. 
In fact, all limits of duration were removed in February 1929 for 
the period ending June 29th, 1929, but not all occupations were 
so covered. 

The conditions of benefit and hiniily allowances arc the same 
as those applied to standard btuiefit, w itli tlic important (*xception 
that the rate of emergency benefit cannot exceed tluj rate of 
standard benefit payable to the eighth wage class. From the 
seventh wage cla.ss upwards the rates are scaled dow n to those 
paid in the sixth, seventh and eighth classes. 

Since March 1928, emergency benefit has been drawui by a 
percentage varying between 6 per cent, and 20 per cent, of all 
those in receipt of standard and emergency benefit, and the 
percentage appears to be still growing. In April 1929, about 
four-fifths of the recipients of emergency benefit had exhausted 
their claims to insurance benefit and one-fifth had not accumulated 
26 weeks’ contributions. 

Seasonal Uneynployment, — In November 1928 an amending 
Act was passed, creating, as a temporary measure, a third kind of 
Unempk)yment Benefit for those trades which regularly suffer 
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severe unemployment in the winter, notably the building trade 
and agriculture. It might have been urged as a matter of theory 
that it was improper to burden a fund contributed by industries 
in general with the necessarily heavy costs of relieving unemploy- 
ment in trades which, regularly every winter, suffer from seasonal 
stoppages, but, in fact, the actual motive seems to have been less 
one of policy than of financial necessity. The Insurance Fund, 
built up, it will be remembered, by employers’ and workers’ 
contributions only, was running into debt even before the worst 
season (January to March) arrived, and the Reich had to step in 
and save the situation in some way. The result was an interesting 
experiment in grafting a State donation on to Insurance benefit 
for certain selected occupations. A S2)ecial jxuiod was declared, 
lasting from December to March during whicli, in the se]<‘cted 
trades. Insurance benefit w’ould only be paid for a maximum of 
six weeks. At the end of six w^ceks unemployment ndief w’as 
continued at the cost of another fund, provid(*d four-fifths by the 
National Exchequer and one-fifth by the Insurance^ Scheme. In 
general the conditions for tlie receipt of this “ seasonal benefit ” 
were the same as those applied to Emergency Benefit, with the 
important difference that proof of necessity was not enforced. 

On February 28, 1929, nearly a million unemployed ])ersons 
were being relieved by this special fund, over tw’o-thirds of them 
being in the building trad<\ At the same time, a further .350.000 
unemployed persons, within the same trades, whto provided for 
by the ordinary Insurance Fund, because they had not exhausted 
their 0 w'ceks’ allowance of benefit. 

It is to be noted that although the OovcTiiment of the Reach 
provided four-fifths (ff the funds for Kmergency Ihuielit and special 
Seasonal Benefit, the control of the funds was vested entirely in 
the semi-independent Roichsanstalt and its divisional (^)uncils. 

Recent Developiueuts , — So heavy has been the drain oil the 
Insurance Fund during the first two \ears of its existence, that 
the Roichsan.stalt lias been compc'Ih'd to borrow lu^avily from the 
Government. In June 1929 the debt exceeded 117,000,000, in 
spite of the fact that the National Exchequer had paid four-fifths 
of the cost of seasonal unemployment in the previous winter. 
During last summer the Fund rather more than lield its own, but 
there was no prospect of avoiding a further avalanche of 
unemployment in tlie present winter. Clearly the income from 
contributions would have to be increased or the benefit.s reduced. 
The Trade Unions, with the exception of the Clerks, were in 
favour of the former, Employers' organisations of the latter 
No. 157. — VOL. XJ . 
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(H)iirso. but no noticeable body of opinion seems to have demanded 
that the Government should join as a. third contributing party to 
the Insurance Fund. Such a cuui‘se would threaten the cherished 
principle of self-management by industry. Indeed, so far from 
expecting additional State assistance, it was taken for granted 
tliat, during this winter, there would be no repetition of the 
subsidy from the Reicli of four-fifths of the cost of seasonal winter 
unemi)loymeiit. 

In face of this crisis the first step taken was to organise a 
thorough statistical investigation of the working of the scheme. 
The industrial records of no less than 2,000,000 claimants were 
collected and analysed. Secondly, a Committee, known to some 
as the “ OiTinan Blanesborough Committee, was appointed 
with the twofold object of finding an acceptable way out of the 
financial deadhx'k and of examining tlui very widespread charges 
of abuse of tlic l)enefit rules under the scliemc. In August last 
the Committee duly reported. They suggested numerous reforms 
of law and procedure to tighten up the scheme, and recommended 
tliat tlic joint contribution of employers and workers should be 
temporarily raised from 3 per cent, to 3^ per cent, of wages; the 
rates and duration of benefit and allowances were to remain as 
before. There followed two mouths of contentious discussion in 
the Reichstag, as the result of which the Government dropped the 
proposal to raise the contributions and concentrated on a 
programme of economies and minor reforms. 

Xo attempt will be made here to deserib(‘ the many restric- 
tions and safeguards introduced into the scheme by the Act of 12th 
October last, but some day. when the f3ritish authorities are over- 
hauling our own Insurance benefits in a less expansive mood than 
possesses them at present, the experiments of a foreign country, 
working the only comparable scheme in the world, may be found 
to be worthy of .study. 

the economies which have now been enacted the German 
Ministry of l^aboiir hopes for a saving of £5,000,000 a year, but, 
even if these anticipations are correct, they will not go far towards 
bridging the gap between the income and expenditure of the Fund. 
It is, for instance, generally as.sumed that, so far from paying off 
any debt, the Fund will incur a further deficit of at least 
£10,000,000 during the present winter. The Government and the 
Reichstag cannot, tliercfore, long postpone the unwelcome task of 
dealing with the contribution income. 

R. C. Davison 

November 1029. 



1930] 


THE ECONOMIC ADVISORY COUNCIL 


147 


The Economic Advisory Council 

The Treasury minute, dated January 27, aj)pointing an 
Economic Advisory Council (Cmd. 3478, price hi. net) is printed 
below. The decision of the Government to set up the Council 
was announced in the House of Commons by the Prime Minister 
on January 22. The minute is as follows : 

The First Lord calls the attention of the Board to the decision 
of his Majesty’s Government on January 10, 1930, to establish an 
Economic Advisory Council. This will be a standing body re- 
porting to the Cabinet, and its purpose, position in relation to 
Departments, organisations, and functions will be as follows : 

Purpose. 

To advise his Majesty’s Government in economic matters- 

To make continuous study of developments in trade and in- 
dustry a)id, in the use of national and Imperial resources, of the 
effect of legislation and fiscal policy at home and al)road, and of 
all aspects of national, Imj)erial and intcriiatioiial economy with 
a bearing on the prosperity of the country. 

Position in relation to Deparlmeuts. 

The Council will be subject to the general directions of the 
Prime Minister, and its expenses will be borne on tlic^ Treasury 
Vote. 

It will take over and expand the functions of the existing 
Committee of Civil Research, 

It will keep in close touch with Departments alTi'cted by its 
work with a view to the concerted study of economic prol.)lems of 
national interest, but it will interfere in no way with tJie functions 
or responsibilities of Ministers or of the Depart m(*nts over which 
they preside, and it will have no administrative or executive 
pow(‘rs. 

Organisation. 

1. The Chairman of the Council will be the Prime Minister, 
and the other membei's will be as follows : 

(а) The Chancellor of the Excliequer, the Lord Priv}^ Seal 

(while the present duties are attached to that office), 
the President of the Board of lYade, and the Minister 
of Agriculture and Kisheries. 

(б) Such other Ministers as tlie Prime Minister may from time 

to time summon. 
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(c) Such other persons chosen by the Prime Minister in virtue 
of their special knowledge and experience in industry 
and economics. 

The Council will meet when summoned by the Chairman, and as 
regularly as is found possible. 

2. The Chairman may appoint standing committees and also 
such committees for special purposes cas may be required. 

3. The Council will have a secretary, and assistant secretaries, 
at least two of whom will be economists, together with such staff 
as may be found necessary. 

Functions. 

Providing that it acts after receiving the approval of the 
Prime Minister, the Council may initiate inquiries into, and advise 
upon, any subject falling within its scope, including proposals for 
legislation. The Council shall consult Departments and outside 
authorities in regard to any work in hand or projected and shall 
collate such statistical or other information as may be required 
for the performance of its work. The Council shall also cause to 
be prepared a list of persons with industrial, commercial, financial 
and working-class experience, and persons who have made a 
special study of social, economic and other scientific problems 
who might assist the Council by serving on committees or as 
advisers in matters of which they have expert knowledge, or in 
other ways. 

Its reports and w^ork will be confidential unless the Council 
advises the Prime Minister otherwise. Any action arising out of 
them will be taken on the sole responsibility of his Majesty’s 
Government. 

Notes. 

1. Mr. T. Jones, C.H., Deputy Secretary of the Cabinet, has 
been appointed Secretary to the Council. 

2. It is estimated that the additional charge will amount to 
not more than £6,500 per annum (including clerical and typing 
assistance), for which provision will be made in the Treasury Vote 
for the ensuing financial year. The expenditure incurred during 
the present financial year, which will be quite small, will be met 
out of savings. 

3. The offices of the Council will be situated at 2 Whitehall- 
gardens, S.W.l. 
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The Economic Advisory Council has been constituted as 
follows : 

The Right Hon. J. Ramsay Macdonald, M.P., Prime 
Minister. (Chairman,) 

The Right Hon. Philip Snowden, M.P., Chancellor of the 
Exchequer. 

The Right Hon. J. H. Thomas, M.P., Lord Privy Seal. 

The Right Hon. W. Graham, M.P., President of the Board of 
Trade. 

The Right Hon. Noel Buxton, M.P., Minister of Agriculture 
and Fisheries. 

Sir Arthur Balfour, Bt., K.B.E., Chairman of the Govern- 
ment Committee on Industry and Trade, 1924. 
Vice-President of the International Chamber of Commerce. 
Managing Director of Arthur Balfour & Co., Ltd. 

Ernest Bevin, Esq., Secretary, Transport and General 
Workers* Union. 

W. R. Blair, Esq., 

Director of the Co-operative Wholesale Society. 

Director of the Co-operative Insurance Society. 

Director of the Irish Agricultural Wholesale Societ 3 ^ 

Sir John Cadman, G.C.M.G., 

Chairman of the Anglo-Persian Oil Company. 

Director of the Suez Canal Compan 3 ^ 

W. M. Citrine, Esq., 

General Secretary' to the Trades Union (,‘ongress General 
Council. 

G. D. H. Cole, Esq., University Reader in Economics, 
Oxford. 

Ernest Debenham, Esq., 

Director of Lloyds Bank and Royal Exchange Assurance 
Corporation. 

Sir Andrew Duncan, 

Chairman of the Central Electricity Board. 

Director of the Bank of England. 

Sir Daniel Hall, K.C.B., F R.S., 

Director of the John Innes Horticultural Institution. 

Sir William Hardy, F.R.S., 

Director of Food Investigation, Department of Scientific 
and Industrial Research. 

Sometime Secretary of the Royal Society. 

J. M. Keynes, Esq., C.B., 

Fellow and Bursar of King’s College, Cambridge. 

Secretary of the Royal Economic Society. 
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Sir ALLi'RED Lewis, 

Director and Chief General Manager of National Provincial 
l^ank, Ltd. 

Director of the Bank of British West Africa, Ltd. 

Sir Wm. :MrLiNTOCK, O.B.E., C.V.O., 

Senior Partner, Thomson, MeLintock & Co., ( Chartered 
Acoonntants. 

^lemher of the Royal Commission on Income Tax. 

Sir JosiAii Stamp, G.B.E., 

(’hairinan and President of the Executive London, ^Midland 
and Scottish Railway. 

Director of the Bank of England. 

R. H. Tawney, Esq., 

Reader in Economic History, University of London. 

^Member of Consultative Committee of Board of Education. 

Member of Coal Tndii.stry Commission, 1919. 

Members of the Staff 

Mr. Thomas .Iones, C.H., Deputy Secretary, Cabinet. 
(Secretary.) 

^Ir. IlrnERT D. Henderson, formerly University Lecturer in 
Economics, Cambridge, and Editor of the Nation and 
Athenceum. 

Mr. A. F. Hemming, C.B.E., formerly Assistant Secretary, 
(‘ommittee of Civil Research. 

Mr. FI. \". Hodson, ihdliol ( Vdlege, Oxford ; Fellow of All Souls 
College, Oxford ; Stall of the Economist. 

Mr. CoiAN CL Clark, Scholar of Brasenose College, Oxford; 
School of Social Science, Ibiiversity of Liverpool. 


OEFK'i.Mi Publications 

Bulletin of the Kingdom of Ronmania Monopolies Institute. 

This Bulletin covers the first two quarters since the formation 
of the ilonopolie.s Institute in February 1929, and includes the 
financial statements to July. 

The jnirpose and operation of the Institute are determined as 
follows : — The Monopolies Institute is entrusted with the 
exploitation of the monopolies (tobacco, matches, playing cards, 
salt, explosives, cigarette jjajier). It enjoys full civil personality 
and financial autonomy. The Institute shall undertake all com- 
mercial and financial operations (in particular the issue of loans 
and granting of loans) in the interest of the monetary stabilisation 
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and economic development of the State and its public establish- 
ments.*’ 

The price of the monopoly concession was fixed by the Act at 
300 million gold dollars, plus the annual royalties during the life 
of the concession. The amount of these royalties is the object 
of a special agreement, which determines the conditions of the 
monopoly concession and the obligations assumed by the Institute 
for the account of the State, and toward the banks which issued 
the Stabilisation and Development Loan of 1929. 

The net surplus of the gross receipts, after the service of the 
loan and operating expenses have been met, is meanwhile paid to 
the State as a quota of the annual royalty. 

When the Institute has paid the total amount of 300 million 
dollars (which will be paid partly by the present Stabilisation Loan 
and partly by future loans), the royalty shall be fixed by an 
annual agreement. 


OBITUARY 
Dr. J. W. Jenks 

Dr. Jeremiafi Whipple Jenks, at one time president of the 
American Economic Association, died in August 1929, in New 
York City, in his seventy-second year. 

Born in St. Clair, Michigan, Dr. Jenks graduated from the 
University of ^Michigan in 1B79. At Mt. Morris College, his first 
appointment, he taught Latin, Greek and German, but at the 
same time continued his law studies, being admitted to the 
Michigan bar in 1881. Knox College, of Galesburg, Illinois, 
called him a few years later. Here he taught Political Economy 
and English literature. A short x>criod of two years followed at 
Indiana University before he accepted the Chair of Political 
Economy at Cornell University, where he remained for several 
decades. In 1912 ho went to New York University as research 
professor of Government. 

His university connections were combined with many Govern- 
ment positions where his exjjert knowledge, open-mindedness and 
eminently fair judgment were of the greatest value. As adviser 
and consultant in weighty affairs of state, his opinion was 
constantly sought. The newly-organised United States Depart- 
ment of Labour first utilised his services in a study of trusts and 
combinations. Out of these investigations came the publication 
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of the Trust Problem, still widely used, although published at the 
boginniiig of the century. His next work was done for the War 
.Department, largely in the Philippines. ^Vhilo serving this 
Department ho visited most of the countries of the Orient, and 
laid the foundation for a long period of friendly and useful service 
to the Government of China, more particularly in the direction of 
currency reform. Later as a member of the United States 
commission on International Exchange he made a re])ort on 
currency reform in China. About this time he was also employed 
by the .Mexi(‘an Government as an expert in the same field. 

In 1907 his versatility in the field of economics and the fairness 
of liis investigating mind brought him mem])crship on the United 
States Immigration Commission. The monumental report made 
])y this body in 1010 did much to change the (*urrent of American 
thought on the problem, and its findings made clear the necessity 
of restricting immigration if American standards were to be 
maintained. Dr. Jenks took an active })art in the discussion and 
did much to mould the siibser|iient legislation. 

Other activities included the High Commissionership of 
Nicaragua, the position of Arbitrator in Industrial Dis]>ute.s, and 
the Directorship of the Far Eastern Bureau, an institution devoted 
to a better understanding of Oriental aif.airs, with parti(‘ular 
reference to China. He was also a Director of the Pacifica Railways 
and of tlie National Bank of Nicaragua. From the inceptiem of 
the Boy *Seout movement he became an active suj)porter as a 
member of the Executive Board of its national organ isatioii. 

Dr. Jenks was a prolific writer. Among his works in the 
political and econojnic field were The Trust Problem, Principles of 
Politics, The Iminigration Problem, Business and the (Jorernment, 
Great American Issues, written in collal^onition with »Iohn Hays 
Hammond ; Gorernment Action for Social Welfrrrc; We and our 
Government, in collaboration with Ilufus D. Smith, and The 
Political and Social Significance of the Life and Teachings of Jesus. 

Despite this long and n.sefiil Government service extending 
o\'er a period of four fiecades, it is a.s a great teacher and a friend 
of youth that he will bo primarily remembered. The lessons 
derived from his activities as a<iviscr to Governments were the 
grist for his teaching mill, and were given to his students in 
digestible form after his analytical and eminently fair mind had 
worked the material over. Hi.s teaching had ({ualitics of 
simplicity, depth and vision, and he never failed to inspire the 
young people who sat under, or rather with him. Favourite 
classroom expressions of Dr. Jenks were, “ On the other hand,’* 
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or “ Let US reason together.’* This was characteristic of his 
approach to any j)roblem. 

His death brought to a close a highly useful life. His memory 
will bo carried on through the many students whom he inspired 
to careers of public service. 

Rufus D. Smith 

New York University. 


F . P. Ramsey 

The death at the age of 26 of Frank Ramsey, Follow of King’s 
College, Cambridge, sometime scholar of Winchester and of Trinity, 
son of the President of Magdalene, is a heavy loss — though his 
primary interests were in Philosophy and Mathematical Logic — 
to the pure theory of Fconomics. From a very early age, about 
16 1 think, his precocious mind was intensely interested in eco- 
nomic problems. Economists living in Cambridge have been 
accustomed from his umlergradualo days to try their theories on 
the keen edge of his critical and logical faculties. If he had 
followed the easier path of mere inclination, I am not sure that 
he would not have exchanged the tormenting exercises of the 
foundations of thought and of psychology, where the mind tries 
to catch its own tail, for the delightful paths of our own most 
agreeable branch of the moral sciences, in which theory and fact, 
intuitive imagination and practical judgment, arc blended in a 
manner comfortable to the human intellect. 

When he did descend from his accustomed stony heights, he 
still lived without effort in a rarer atmosphere than most eco- 
nomists care to brevathe, and handled the teclinical apparatus of 
our science with tiie easy grace of one accustomed to something 
far more dillicult. Rut he has left behind him in print (apart 
from his philosophical papers) only two witnesses to liis powers — 
his papers published in the Economic Journal on “ A Contribution 
to the ’riieory of Taxation ” in March 1 927, and on ‘‘ A Mathematical 
Theory of Saving ” in December 192S. Tlie latter of these is, I 
think, one of the most remarkable contributions to mathematical 
economics ever made, both in rcsjiect of the intrinsic importance 
and difficulty of its subject, the power and elegance of the technical 
methods employed, and the clear purity of illumination with which 
the writer’s mind is felt by tlio reader to play about its subject. 
The article is terribly difficult reading for an economist, but it is 
not difficult to appreciate how scientific and aesthetic (pialities 
are combined in it together. 
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The loss of Ramsey is, therefore, to his friends, for whom his 
])ersoiiaI qualities joined most harmoniously with his intellectual 
powers, one which it will take them long to forget. His bulky 
Johnsonian frame, his spontaneous gurgling laugh, the simplicity 
of his feelings and reactions, half-alarming sometimes and occasion- 
ally almost cruel in their directness and literalness, his honesty of 
mind and heart, his modesty, and the amazing, easy efficiency of 
tiie intellectual machine which ground away behind his wide 
temples and broad, smiling face, have been taken from us at the 
height of their excellence and before their harvest of work and 
life could be gathered in. 

J. M. K. 


C. P. Sanger 

We deeply regret to record the death of Mr. C. P. Sanger 
on February 8 at the age of fifty-eight. Mr. Sanger, who W'as 
formerly a Fellow' of Trinity College, Cambridge, and practised as 
a barrister-at-law% had drifted somew'hat away from economic 
studies in recent years. But he w'as at one time a leading authority 
on mathematical and statistical economics. He had lectured on 
these subjects in the University of London, and had often examined 
in the Economics Trij)os at Cambridge. He had been a frequent 
contributor to the Economic Journal — I have been astonished 
on looking iqj the records to find that he had contributed to 
our pages no less than fifty times — and had served on the 
Council of our Society. He will bo particularly regretted by mem- 
bers of the Royal Statistical Society, in whose proceedings and 
activities he had taken an active part. 

Sanger’s acute and critical mind, with its bird-like flashes, 
was not of the kind to deliver itself in treatises. It was in con- 
versation, in discussion and in teaching that his gifts were to 
be admired and a])preciated. He will be greatly lamented, not 
least for his sweet personality and gift for lifelong friendships, by 
all those who have taken part by word of mouth in the semi- 
academic London world of economic discussion during the last 
thi rty -fi ve }Tars . 

Sanger and Ramsey w ere both scholars of Winchester and of 
Trinity, both mathematicians by meUier who were strongly drawn 
to economic science. Commemorating Sanger in the Nation and 
Athenceum of February 22, Mr. G .Lowes Dickinson writes of him as 
follows, joining Frank Ramsey with him (by reference though not 
by name) : — 



1930 ] 


OBITUARY 


155 


It doos not become a Cambridge man to claim too much 
for his university, nor am I much tempted to do so. But 
there is, I think, a certain type, rare, like all good things, 
which seems to bo associated in some peculiar way with 
my alma mater. I am thinking of men like Leslie Stephen 
(the original of Meredith’s Vernon Whitford), like Henry 
Sidgwick, like Maitland, like one who died but the other 
day with all his promise unfulfilled. It is a typo unworldly 
without being saintly, unambitious without being inactive, 
warm-hearted without being sentimental. Through good 
report and ill such men work on, following the light of 
truth as they see it; able to be sceptical without being 
j)aralyzed ; content to know what is knowable and to reserve 
judgment on what is not. The world could never be driven 
by such men, for the springs of action lie deep in ignorance 
and madness. But it is they who arc the beacon in the 
tempest, and they arc more, not less, needed now than over 
before. May their succession never fail ! 

J. M. K. 


Ruoknio Rioxano 

We regret to announce the death of Signor Eugenio Rignano, 
which occurred at Milan on February 9. His scientific pursuits 
extended to biology, psychology and philosophy, to which he 
contributed a scries of volumes ; and the wide range of his interests 
found an a<lcquate expression in Scientia, the international review 
of scientific synthesis which he founded and edited during twenty- 
three years. Nevertheless, his contribution to economics deserves 
to be mentioned. His name will be chielly associated, for readers 
of this Journal, with the scheme for the reform of death duties 
which he first advanced in 1901, in a booklet printed in Italian, as 
a method for bringing Socialism into harmony with Liberal 
economic doctrine ; it was translated into several languages, and 
an English translation was published in 1925. The essence of the 
plan is that a man’s savings, when left by him in the first instance, 
should pay a low rate of duty ; when left a second time by his heirs, 
they should bo subject to a higher rate of duty ; and the rate of 
duty should increase with the remoteness of the inheritor from 
the original saver, until it became confiscatory. The basis of the 
proposal being the presumption that the average man cares very 
little for the heirs of his heirs, and that consequently his motive to 
saving will not be impaired by heavy taxation of his remote 
descendants. The scheme attracted considerable attention and 
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was discussed, amongst English economists, by Professor Pigou, 
Sir Josiah Stamp and Dr. Dalton ; an outline of the plan, by Signor 
Rignano, appeared in this Journal in 1919. His loss will be 
sadly felt by his numerous friends and admirers, who will not forget 
the candour and ingenuity of his writings, the extent of his learning, 
and above all that lovo of truth and virtue which has ennobled, in 
every day of his life, his thought and his work. 

A. L. 


Current Topics 

The following have been admitted to membership of the 
Royal Economic Society : — 


Adams, B. C. 

Coombs, Prof. W. 

Gates, H. F. A. 

Adams, F. 

Cooper, E. C. 

Goodman, A. F. 

Addy, P. C. 

Cooper, J. 

Graham, M. E. 

Allen, R. G. D. 

Cormack, W. S. 

Griffiths, T. E. 

Arlidge, J. M. 

Couban, S. J. 

Guha, S. K. 

Askham, H. V. 

Crabtree, J. A. 

Gupta, S. 

Avallone, Dr. A. 

Craven, E. 

Harris, H. F. P. 

Aylen, F. C. 

Critchlow, B. G. 

Hill, A. 

Baines, W. H. 

Dalai, T. B. 

Hill A. H. E. 

Baker, C. N. 

Das, R. N. 

Hoe, T. B. 

Ball, A. L. 

Daver, N. B. 

Holman, T. F. 

Barman, T. G. 

Davies, J. 

Hon, Prof. R. C. 

Barnitt, R. S. 

Davies, J. K. 

Hopkins, H. P. 

Barr, Y. 

Diamond, A. E. 

Hunter, E. 

Bayford, J. A. 

Dickinson, W. 

Hutchings, A. W. S. 

Bell, S. A. 

Dolley, Dr. J. C. 

Jannaway, A. W. 

Black, R. A. 

Dowling, J. W. 

John, R. 

Bland, F. 

Doyle, C. A. L. 

Karsondas, C. 

Blum, S. 

Drinkwater, H. 

Kay, R. E. 

Bose, N. 

Dubash, S. F. 

Kearsey, H. E. 

Brech, E. F. L. 

Durbin, E. F. M. 

Keen, R. S. J. 

Brimblecombe, S. 

R. Dutt, Prof. S- C. 

Kendall, W. L. 

Broadbent, P. B. 

Eastham, J. K. 

Khandilwal, H. P. 

Busfield, H. H. 

Ellis, J. 

King, H. W. C. 

Cass, W. G. 

Errington, R. P. 

Knapp, Dr. B. 

Charge, W. T. 

Fellman, A. 

Knowles, F. W. 

Cheng, Ming-Ju 

Flynn, B. D. 

Landless, E. K. 

Chitr6, B. A. 

Forss, A. C. 

Langmaid, A. G. R. 

Church, J. F. 

Ganong, C. K. 

Latey, S. G. 

Clarke, K. A. R. 

Gardner, J. 

Latham, J. 



1930] 

Lowis, H. P. M. 
Lewis, L. C. 

Lewis, R. S. 

Lollar, E. J. 
Lovoridge, A. 
Ludford, L. 
McLeod, A. 

Machin, H. 
Macmenemey, R. 
Mainstono, F. J. 
Majumdar, N. K. 
Margolin, R. 
Marquand, H. A. 
Martin, H. B. 
Matthews, L. R. 
Matthews, R. P. 
May, H. W. 
Mitchell, R. T. 
Mohan, T. N. 
Mookerjec, S. N. 
Morrison, P. A. 
Mott, Miss J. 
Oliver, E. L. 
Osman, A. M. 
Naidu, V. P. 
Norblads, A. B. L, 
Parker, A. R. 
Patterson, T. P. 
Pattison, W. L. 
Payne, Prof. W. E. 


OUBBENT TOPICS 

Payne, P. W. 
Peabody, G. F. 
Perry, V. F. 

Perry, W. 

Pitt, G. S. Jr. 
Potter, S. B. M. 
Price, S. 

Puxley, H. L. 
Quarinby, J. W. 
Radford, W. F. 
Ramanujam, T. A. 
Ramaswaniy, H. S. 
Razvi, S. M. 

Rcast, J. 

Rennie, A. 

Roberts, S. G. 
Robertson, B. F. 
Ross, L. O. 

Roots, T. W. 
Rubinstein, I. 
Sadie, A. 

Saito, Y. 

Sastry, M. S. N. 
Saunter, J. H. 
Scarborough, W. T, 
Schlittler, H. E. 
Scott, G. C. 
Scrivener, G. R. 
Senogles, H. 
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Sewell, J. 

Simiand, Prof. F. 
Simmonds, G. S. 
Skelton, G. F. 
Sladen, K. R. L. 
Slemr, Prof. Dr. J. 
Smeeton, A. G. 
Smith, G. A. 

Spriggs, M. G. 

Stagg, R. P. 

Stone, E. J. 

Suzuki, M. 

Taylor, B. G. 

Tolley, C. H. 

Towers, W. M. 

Trif ouno vitch , Prof. 
M. 

Wallace, H. W.,M.P. 
Walls, R. W. 

Wasif, M. A. 

White, J. 

Willdigg, H. 
Williams, F. C. 
Willsrnore, A. W. 
Wimalaratne, A. T. P. 
Wood, A. 

Wood, J. 

Worrall, L. J. 
Worsley, J. II. 


The following have compounded for life membership of the 
Society : — 


Blackett, Sir Basil P. 
Bober, Prof. M. M. 
Bowyer, S. J. 

Breeze, G. 
Buckingham, A. T. 
Dastur, M. H. 

Farrar, M. F. 

Gandhi, M. P. 

Glover, C. A. 


Hay, N. C. B. 
Hargreaves, E. L 
James, F. C. 
Monroe, A. E. 
Nicoll, J. G. D. 
Olphert, J. W. 
Patton, F. L. 
Sloan, S. J. E. 
Wood, L. R. 
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The following have been admitted to Library membership of 
the Society : — 

Banca Commercialc Italiana, Milan. (Composition.) 
Edinburgh University Library. 

Government of Mysore, Bangalore. 

King’s College, Cambridge. 

National Ijaboiu* University, Shanghai. 

Ohara Institute of Social Research, Osaka, Japan. 
University of Otago Library, Dunedin, New Zealand. 
(Composition.) 


The Association of Teachers of Economics, which had not 
met for two years, held a successful Confidence, from January 
3rd to January 0th, 1930, at Chancellor’s Hall, Birmingham. 
Thirty-six members were pre.sent. In addition to the meetings 
for discussion, which were held in the C^^ominon Room at Chan- 
cellor’s Hall, visits of inspection were made to Harastead Colliedy, 
Great Barr, to Fort Dunlop, and to the University of Birmingham 
buildings in Edgbaston, 

On the Friday evening Mr. Hubert Phillips read a paper on 
Social Insurance, in which he considered how' far our present 
social services were financed by taxation and how^ far they were 
genuine insurance. In particidar, he devoted some space to 
considering the incidence of the provision iJ unemployment 
benefit and its effects upon the mobility of labour. One of the 
best discussions of the wec'k-end w^as opened by Professor (day 
and Mr. D. H. Robertson, who dealt with the relation of Banking 
to Industrial Fluctuations. They concentrated mainly ujxm 
recent events in Great Britain. On the Sunday morning Sir 
William Beveridge set out reasons for doubting “ whether 
optimum population was worth talking about.” Mr. K. A. G. 
Robinson seconded him, and a good discussion followed. On 
the Sunday evening Profe.ssor J. G. Smith opened a discussion on 
Curricula in University Schools of Business Administration. He 
confined himself fairly closely to an explanation of the various 
considerations w’hi<;h have moulded the course in the Faculty of 
Commerce in Birmingham. Sir William Beveridge outlined what 
seemed to him a desirable fourth-year course in Business Adminis- 
tration for graduates in Economics, History, Political Science and 
like subjects; and Professor Sargant Florence, contrasting his 
teaching experience in Cambridge and Birmingham, claimed that 
training in Economics for undergraduates intending to enter 
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industry should be different from that given to those primarily 
interested in politics and public administration. Mr. J. A. Bowie, 
Mr. T. S. Ashton and many other members described tlicir own 
experience and methods. 

At a short business meeting 'the following committee was 
eleeted : Sir William Beveridge (Chairman), ]Mr. '[\ S. Ashton, Pro- 
fessor P. S. Florence, Miss L. Grier, Mr. R. F. Harrod, lilr. D. T. 
Jack, Mr. R. A. Macdonald, Mr. J.M. Rees, Mr. E. A. G. Robinson, 
and Mr. H. A. Marquand (Hon. Secretary and Treasurer). The 
annual subscription is five shillings, and membership is open (a) 
to teachers of Economics, Economic History, Sociology, Commerce 
and such kindred subjects as the Association may from time to 
time approve, in British and Irish Universities and University 
Colleges; (h) subject to the approval of the Committee in each 
case, to persons who have been engaged as such teac'hers, or who 
are or have been cm])loyed in the extra-mural teaching of 
Economics and kindred subject.s, and whoso co-operation in the 
work of the Association is likely in the o})inion of the Committee 
to be advantageous to the Association. The Hon. »S(Jcretary will 
welcome inquiries and applications for membershi}), w hich should 
be addressed to him at The University, Edgbaston, Birmingham. 

ilu. D. II. Rohertson writes : — “ 1 have to acknowledge an 
error in my note on ‘ Fair Wages ’ ami ‘ yet Adcaniages ’ in 
the last number of the Joukx.vl. As Professor Pigou has ])ointed 
out to me, I had overlooked a ])a.<sage on j). of Economics of 
Welfare (3rd edition) in which it is made ])lain that dilTerences in 
the opportunity for supplementary family earnings are to be 
regarded (like differences in the cost of living) as giving rise to 
‘costs of movement,’ and also {unlike differences in the cost of 
living) as giving rise to ‘ unfairness ’ in wages. This latter con- 
ception is, 1 think, at variance with that which MaishaU’s cata- 
logue of ‘ net advantages ’ would suggest : but is clearly quite 
logical and self-consistent.” 


Mr. j. R. Bellerby, Fellow of Gonville and Cains College, 
Cambridge, and formerly of the International Labour Office, has 
been appointed to the Brunner Chair of Economic Science in tlie 
University of Liverpool as from October 1, 1930. This Chair has 
remained vacant since the death of Professor E. C. Goiiner. 

Dr. John Henry Hichardson, Assistant Chief of yeedion 
in the Research Division of the International Labour OlKee, 
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Geneva, has been appointed to the newly-established Montague 
Burton Chair of Industrial Relations in the University of Leeds. 

Professor Henry Clay, who has been Professor of Social 
Economics in the University of Manchester since 1927, has 
resigned that i^osition and accepted an appointment as economic 
adviser in the Securities Management Trust, a subsidiary that the 
Bank of England has established to handle the industrial interests 
that the Bank has acquired as a result of the financial reorganisa- 
tion of a number of firms, and to assist in similar reorganisations 
in the future. This appointment, together with those to the staff 
of the Economic Advisory Council reported on a previous page of 
this Journal, represent a further drain on the straitened supply 
of well-qualified academic economists into non-academic, though 
nevertheless research, work of one kind or another. 


Dr. James Bonar, who is Newmiarch Lecturer in Statistics for 
the current year, is delivering six public lectures on “ Demography 
in the Seventeenth and Eighteenth Centuries at University 
College on February 11,18, and 25, and March 4,11, and 1 8. The 
lectures are open to the public without foe or ticket. 

Dr. Bonar is proposing to re-edit for the Royal Economy; 
Society the Catalogue of Adam Smith’s Library which was pub- 
lished some years ago. He will bo very grateful if anyone owning 
books formerly in the posse.ssion of Adam Smith will send exact 
particulars to him at 13 Redington Road, Hampstead. N.W.3. 


The Manuscript Notes taken of Adam Smith’s Glasgow lec- 
tures, which were recently .sold by auction at Sotheby’s, have been 
acquired for presentation to the Gla.sgow University Library. A 
full account of this MS. has been given by Prof. Cannan in his 
introduction to the reprint, edited by him for the Clarendon Press 
in 1896. 



RECENT PERIODICALS AND NEW BOOKS 


Economica, 

Novembeb, 1929. The ContrUmtion of Professor Hothouse to Philosophy 
and Sociology, M. Ginsbebo. TIU Worshipful Company of 
Framervork’knitters, J, D. Chambers. Jute Futures in Calcutta. 
H. SiNHA. American Treasure and the Rise of Capitalism, E. J. 
Hamilton. 

The Economic Record (Melbourne). 

November, 1929. Local Indebtedness in New Zealand, H. Belshaw. 
Allocation of Factory Output. C. H. Wickens. The Drift to the 
Towns, A. G. B. Fisher. Theories of Populalion and their 
Applicalion to Australia, M. H. Belz. Consumers* Co-operation 
in N,S, Wales. W. K. McConnell. Productive Efficiency of 
Tasmanian Farming, G. C. Billing. 

Indian Journal of Economics, 

October, 1929. Income-tax in India, P. N. Banerjea. Agricultural 
Cycles and Sunspots, R. K. Mukerjee. Economic Incidence of 
Tenurial Systems, P. J. Thomas. 

International Labour Review, 

December, 1929. Some Legal Questions relating to International Labour 
Conventions. E. IVIahaim. The Doctrine of High Wages, J. H. 
Richardson. 

January, 1930. A Study of the Relation of Working Hours to Climate. 
S. Ishhiara. Working Conditions in a Rationalised Industry, 
Wages and Hours in the Coal-mining Industry in 1927. 

Quarterly Journal of Economics, 

November, 1929. Economics and the Idea of Natural Laws, O. H. 
Taylor. Composite Demand aivd Joint Supply in Relation to 
Public Utility Rates. R. T. Bye. Duopoly, E. H. Chamberlin. 
A Neglected English Economist : George Powlett Scrope, R. Opib. 

American Economic Review, 

December, 1929. Quantity Theory and Price Stabilisation, A. F. 
Bxtrns. Rent under Increasing Returns. A. B. Wolfe. 
Shipping Enterprise of the Australian Government. O. de R. 
Fobnander. Sharing Earnings of Reserve Banks, C. B. Upham. 
Some Marshallian Concepts. J. A. Maxwell. 

Harvard Revieto of Economic Statistics. 

November, 1929. The New York Money Market of 1W3 to 1862. 
A. H. Cole. Income Forecasting by the Use of Statistics of Income 
Data. J. F. Ebbrsolb, S. S. Burr, G. M. Peterson. Specula- 
tion, Ocdd, and Bank Policy. G. E. Roberts. 

No. 157. — ^voL. XL. M 
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Journal of Political Economy. 

December, 1929. The Theoretical Basis of Economic Policy. C. 
Gini. Salaried Men*8 Organisations in Germany. W. T. Ham. 
Fruit Distribution in the Canadian West. J. M. Cassels. Brokers* 
Loans and Bank Deposits. C. B. Hoover. SomA Statistical 
Delations between Wages and Prices. C. W. Cobb. 

Political Science Quarterly. 

December, 1929. War Indemnities and Business Conditions. G. 
Bielschero.sk Y. The Labour Injunction in the New York Needle 
Trade. P. F. Brissenden and C. O. Swayzbe. 

Journal of Economic and Business History (Harvard). 

November, 1929. Origin and Evolution of Early European Capitalism. 
J. Strieder. Anthony Baoony an Eighteenth-century Merchant. 
L. B. Namier. The American Grain Trade under the Embargo of 
1808. W. F. Galpin. Early French Colonial Policy. L. 
ViONOLS. Benjamin Gott and the Anglo-American Cloth Trade. 
H. Heaton. History of the Denison Manufacturing Company. C. 
Heath. 


Wheat Studies (Stanford, California). 

November, 1929. The Post-harvest Depression of Wheat Prices. 
There is no evidence of a general tendency towards post-harvest 
depression of prices of Chicago wheat futures. The tendency to 
post-harvest depression of cash prices is a tendency to depression 
of cash prices relative to prices of futures. 

December, 1929. The World Wheat Situation, 1928-29. Bumper 
crops were harvested in many countries, including Canada and 
Argentina. The average w^orld yield per acre ranked with the 
exceptionally high yields of 1915 and 1923. The world crop stood 
16 per cent, above the 1922-27 average. For the first time in 
many years a bumper crop followed a distinctly good crop, and 
w'heat supplies were exceptionally abundant. Prices wore low, and 
in May 1929 Chicago futures fell below 81 per bushel, the lowest 
point in post-war years, but on the whole prices were not as low 
as in 1923-24. 

January, 1930. Survey of the Whe/it Situation August to November, 
1929. As a result of the excellent wheat, rye and feed-grain 
crops of Europe and the heavy carry-over of wheat, import require- 
ments for the crop year 1929-30 are relatively small. The volume 
of international trade may approximate not more than 720,000,000 
bushels as compared with 940,000,000 in the previous year. 
The principal exporting countries harvested small crops. Even 
so, with the huge carry-overs available from the previous year 
the carry-over out of 1929-30 looks like being in excess of the 
average. 

Bevue d*l^conomie Politique. 

Novembebt-December, 1929. Oscillations boursiires, oscillations 
dcoTumiques. J. Dessirier. La Doctrine socialiste. E. Anto- 
NELLi. U oeuvre scientifique de A. C. Pigou. M. By^. Ea 
d4veloppment de la politique commerciale de la SociM des Nations. 
R. Courtin. 
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Journal des ^conomistes, 

November, 1929. La baisse des valeurs de Bourse aux £tats-Unis et 
la prdvision des Crises. E. Payen. Industries d*6tat et Industrie 
privde. G. db Nouvion. Les Budgets des principaux pays et les 
Budgets de Vavenir. K. J. Pierre. 

December, 1929. Les richesses forestidres des principaux pays. R. J. 
Pierre. 

Zeitschrift fiir Natioyialdkonomie. 

November, 1929. Ein Nachruf, auf Emil Sax. E. v. Bkckerath. 
A review of the works of Sax which bear specially on taxation, 
interest and trade. BediirfniSy Wert^ und Vorzug. E. Sax. A 
posthumous study on the psychological basis of economic theory, 
edited by Prof. Kraus. Grenzkosten und Preis. A. Billimovio. 
A criticism of the “ objective ’* theory of price of Oppenheimer, 
in which it is argued that the marginal producers can only bo 
determined l)y subjective elements. Oibt es einen “ Widersinn des 
SjKirens?” Jb\ A. Hayek. An examination of the theories of 
Foster and Catchings, including some remarks on the relations 
between money and capital. VerstaatUckung des Kredits? L. 
Mises. Discussion of a recent scheme for State management of 
money and banking, with adverse conclusions. 

Zeitschrift fur die gesamte Staatsivissenschaft. 

November, 1929. ZicischeyistaatUche, Kapitalhewegungen und Bes- 
teuerung. T. Paul. Import and export of cax)ital are affected 
ill certain special ways by taxation. Besteht die Moglichkeit einer 
neuen hiflalion ? B. Moll. Certain dangers of the German 
position may be involved in financial policy as affected by 
Reparations Taxation and loans for public purposes. Theoretische 
Orundlagen der Soziologie. A. Lysen. Integratioyislehre und 
Finanzivissenschaft. Dr, V. I^storius. Der gegenivartige Stand 
der Kartellfrage. O. Lehnich. Based on the legal proceedings 
of 1928. 

January, 1930. Unfer der Ilerrschaft des Worfes. R. Strkller. A 
critique of Gottl-Ottlilienfeld's arguments, especially on the 
question of subjective value. Die Entivicklung der Gruivdherrschaft 
in England. D. M. Petrusevski. 

Archiv fiir Sozialwissenschaft und SozMpolitik. 

December, 1929. Das Vordringen der Agrardemokratie m Kuroj^ und 
die Lage des Grossgrundhesitzes in Ungarn. A. Daniel. Kassen- 
haltung und Preisniveau. E. von Mickwitz. Hochschule und 
Attsbildung zu sozialen Berufen. C. J. Klumker. 

Weltwirtschaftliches Archiv. 

January, 1930. Die Chance des Mapitalismus. K. Muiis. Die 
loJeale und regionale Wirtschaft aU Grnndhige der Volks- und 
Weltwirtschaft. L. Brocard. Der W irtschaftskampf urn den 
sullen Ozean. T. Suranyi-Unger. Die Entwicklung ^ 
schwedischen Aussenhandels und der .^chived ischen Ilandelspolitik 
nach dem Kriege. K. Amark. Trade of the Commonuealth of 
Australia since the War. E. T. McPhee. Die Finanzierung des 
deutschenEinfuhrhandels. E. Thanniiauser. Die Begiegenossen- 



164 


THE ECONOMIC JOURNAL 


[march 


schaft, eine nem Unternehmiuigsform. B. Laverone. Die 
deutachm Hmuielskamniern im Auslande. H. Klein. Farm- 
preisindizes in den V. S, von A inerika, R. Freund. Produktions- 
indizes, H. Betz. 

VierteljaJirsheJte znr KonjunkturforscJmng. 

SoNDERHEFT 14. Umsiitz tiTid La-gerhaltung im dexitsclien Einzelhandel 
seit 1924. 

SoNDERiiEFT 15. Bestimmungsgrund^ der Baumwollpreise, 

SoNDERHEFT 16. Die nenzeitUche Umstellung der vherseeischen 
Oetreideproduktion, 

Jahrbiicher fur Nationalokonomie und Statistik. 

December, 1929. Volkswirtschaftspolitik als normative Wissenschaft, 
H. SCHACK. 

January, 1930. Die sozialpolitiscJien Lehren der klassischen National- 
dkonmnie. A. Weber. Znr Frage der Uebenvdlzung und Fern- 
toirkung der Einkommensteuer. G. Halm. Ueber das Problem der 
Mogliclikeit und der Ziveckmdssigkeit einer “ Konjunkturlosen 
Wirtschaft"' J. Kemexyffi. 

Sclimolhrs Jahrhuch. 

October, 1929. Wandiungen der Monopoltheorie, J. Dobrets- 
BERGER. Since the Middle Ages, monopoly has always been 
looked upon as ethically wTong. Even the classical economists 
viewed it as essentially unusual and extraordinary, and in modern 
economics the competitive basis is still assumed as something 
normal. Marx showed that capitalistic society, however, rests 
fundamentally upon a monopoly, e.c. a class monoi)oIy of those 
who own the instruments of production. But the idea is more 
extensive even than this — rents, for instance, under a competitive 
r(?gime, create monopoly. Competition and monoj)oly are, in 
fact, nothing but transitional stages in economic development. 
Competition is more suitable to a rising conjuncture, as in the 
nineteenth century; monopoly is better in times of depression 
like the present. There is, therefore, no reason to believe that 
the present “ concentration-enthusiasm ’’ will outlast the post- 
war depres.sion. Ricardo-1 nterjyretation xind Arbeitswertiheorie. 
A. Amonx. a defence of the distinction between the “ formal 
and “ material ’’ problems of distribution {i.e. the general laws 
of distribution, and the question of whether the actual shares 
received by tlie different classes of a given community are large 
or small), and a criticism of Oppenheimer's interpretation of the 
Labour Theory of Value. Dos Verhdltnia der Qeschlecter in den 
Niederlanden, S. Garoas. Zehn Jahre Sou^et-Indnistrie, K. 
Elster. Gaetano Mosca und seine Staatsiheorien, R. Michels. 
Konnen die Lasten Deuischlands aus dem Youngplan bei ainJeendem 
Zinsfusa kiinftig erleichtert warden ? W. Loss. 

Anruili di Econxmia, 

July, 1929 (Vol. V, Nos. 1 and 2). Contributo alia ricerca delV 
“ ottima impoaia." In this paper, which runs to 244 pages, 
Prof. Einaudi deals exhaustively with the theoretical points 
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involved in the taxation of savings, a discussion to which he has 
already contributed a series of articles. (A bibliography is given 
on pp. 27-33.) His conclusion agrees with MilFs well-known 
theorem that the part of the income which is saved ought to bo 
exempted from the income-tax, if all parts of revenue are to be 
taxed equally. The first section of the paper summarises the 
present state of the question. Then tw^o chapters aro devoted 
to the criticism of the view that taxation of savings does rwt 
involve duplication, as set forth by Prof. I)e V"iti Do Marco in 
his recent Primi Principii delV Economui Finanziaria (a treatise 
which Prof. Einaudi describes as “ classical **) : this view is held 
to be based upon a contradiction. Tlie bulk of the paper contains 
a series of new arguments supporting IMill’s theorem, discussing 
in detail the question in relation to varying rates of intcn*st, and 
to the condition of producers having “ periods of production ” of 
different length. Any *attcmpt to tax savings calls forth a series 
of adjustments in relative jirices and rates of capitalisation, which 
defeat its pur 2 )oso ; taxation of savings is thus shoivn to l3e, not 
onl}’ unequal in its effects, but in the long run actually imjiossiblc. 
The theory is then applied to a number of particular problems, 
and certain x^ractical rules of taxation are deduced ; amongst the 
latter may be mentioned the proi^osal that the tax on personal 
incomes should be assessed, not for each individual on the basis 
of liis actual earnings, but for each class on the basis of a “ normal ** 
taxpayer of that class. Le jyfMJlrhe finanze e i rapjyorti economici 
delle liepnbbliche America m. C. E. McGfire. Politica com- 
raercialc e bilancia cconomica dcIV Ifalia 7iel 1801-1870. E. 
Cobbing. The sccpicl to an artiele published in the Giornah 
degli Ecoyiomisti for November 192S. Sviluppo ed organizzazionc 
dei maggiori porti europci, V. Cornaro. 

Janitary, 1930 (VoL, VI, No. 1). I sola ri inceufivi. F. Taj.\ni. A 
diagrammatic representation of various types of premium and 
bonus wages. II commercio cfiicro ifaliano iiel dopoguerra in 
rrlazione alle vicende della lira, 8. 8riXKLLT. L'indiistria 
zooiecnica italiaym, L. IjEXTI. 

Giornale degU Economisli, 

October, 1929. Deposili e investimenti nel primo secoh delle casse di 
rispannio italiane, G. de Piante. The study of the Italian 
savings bank movement since 1830 reveals, inter alia, that ])olitical 
crises have had a much more serious effect in reducing new 
dejiosits and encouraging witlidrawals than economic crises. In 
the years of economic crisis since 1918 the increase in total deposits 
has been sxiecially marked. Di un caso partkoUire di “ Abwael- 
zung,** L. Rozzi. A mathematical investigation into the 
conditions under which the imposition of a tax proportional to 
income may lead to an increase in ^le amount of effort on the part 
of the tax-payer. I principii di 2yoUtica economica di Luca di 
Sammle Cagnazzi, G, Carano-Donvito. Qualche chiarimento 
fonda^nenlale a proposiio del concetto di produttivita del commercio. 
Dr. a. Breqlia discusses in a closely reasoned article the definition 
of such terms as w’ealth, economic goods, production, etc. Ho 
criticises Say for declaring that production signifies the creation of 
utility, and prefers to regard as productive any economic activity 
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which, like the regular conaumption of an article, leads to further 
production. Commerce, in so far as it is an essential part of the 
chain of production, is fundamentally productive. 

November, 1929. Tlie whole of this number is devoted to an apprecia- 
tion by a number of writers of the work of the great Italian 
statistician, Professor Rodolfo Benini. 

La liiforma Sociale. 

November -December, 1929. II contenuto econofimco della lira dopo 
la rifonna mojieiaria del 21 dicembre 1927. L. Einatjdi. The 
Law of December 21, 1927, as extended by two Decrees of 1928, 
declared that Italian paper money (bank-notes) should be con- 
vertible into gold. The Bank of Italy is required to ensure, by 
control of tlie circulation, by purchase and sale of gold, and by 
intervention in the market for Devisen, tliat the fiuctiiations in the 
exchange of Italian money, in relation to the exchanges with 
foreign countries in which the convertibility of bank-notes into gold 
is maintained, shall be kept within the limit of 19*10 for the dollar 
“ aW esportazione ** and 18*90 lire “ per V imj^ortazlone.** There is 
no obligation to exchange notes for gold coin; the minimum 
amount of gold bullion that can be bought is live kilogrammes of 
line gold — equivalent to 63,188*89 lire — and this only at the head 
office of the Bank in Rome. The Bank is em])owered, in.stead of 
selling gold, to remit an equivalent amount of foreign Devisen of 
countries in which notes are convertible into gold. When the 
reserves of the Bank of Italy fell from their highest level of 
12,516*1 million lire on March 31, 1928, to the low liguro of 
10,036*5 million lire on ^lay 31, 1929, fears were expressed that this 
process might continue and the reserves be gradually drained 
away. But the locking up of notes in the hands of the Central 
Bank, which resulted from the sales of gold and foreign currencies, 
forced down the level of internal prices, and after May 1929 tliere 
was a reversal of the previous gold movements, reserves showing a 
slight though perhaps only temporary increase. The choice of the 
dollar as the specific unit of account in terms of wliich the lira was 
stabilised was due to histori(;al rca.sons — the elfective maintenance 
of internal convertibility of American currency into gold during 
the World War But it seems likely that when Switzerland has 
repealed the unnecessary and anachronistic law of August 3, 1914, 
by virtue of which Swiss paper money has remained legally 
inconvertible, the Swiss franc will supersede the dollar as the 
typical international unit of account — a change which should be 
facilitated by the decision to place the headquarters of the new 
International Bank at Buie. Problemi di economia e finanza, A. 
Cabiati. a series of interesting notes on the economic effects of 
the exemption of saving from taxation ; the international effects 
of war indemnities ; ami the doctrine of purchasing power parity. 
Coltura ortense e fruiticuUura nel Mezzogiorno. Signor Evoli 
discusses the current proposals to extend greatly the cultivation 
of fruit and early vegetables in the south of Italy with the aid of 
large grants of capital by the State. The chief difficulty would lie 
in finding markets for the produce, which would necessarily have 
to be found mainly outside Italy. It is probable that any con- 
siderable increase in Italian exports of such produce would be 
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countered by the raising of tariff barriers on the part of the con- 
suming countries, many of which are engaged in making similar 
developments in portions of their own territories. The perennial 
problem of the South remains, and there are only two alternatives 
open : “ either agrarian transformation enabling the employment of 
much labour with sufficient returns to allow a margin for saving, 
or an open door for emigration.** Esempio storico d'incauto inter- 
vento statale, F. Luzzatto. Uorganizzazione delle vendite a raie 
negli Stati Uniti, M. G. Ullmann. 

Metron. 

JcjNB, 1929. La ricchezza privata degli Italiani nel 1929. A. D. 
Espinosa. 

Scientia. 

January, 1930. The Better Distribution of the Human Bate. G. H. 
Knibbs. 

Kyoto University Economic Review, 

July, 1929. On the Classification of Tares. M. Kambe. A Reply to 
Fair play's Criticism. S. Kojima. Continues a discussion on the 
qiie.stion of shipping freights. On Japan's National Wealth and 
Income, S. Siiiomt. On the Coefficients of Production . Y. 
Takata. On examination of the methods of Cassel and Walras, 
designed to show “ how far the coefficients of production are 
determined by technics, and what amount of automatism is 
possessed by the price of productive goods.’* 

De Economist (Haarlem). 

December, 1929. De ontwikkeliug van hef reparatievraagstuk tot 1 
September 1924. F. H. Rkpelius. A statement of the provisions 
of the Treaty of Versailles with regard to reparations, followed by 
a summary of events down to the Dawes I?lan. The account is 
descriptive rather than critical. Drie eeuwen agrarisch Rusland. 
1). VAN Blo.m. a discussion of the agrarian problem in Russia 
from the sixteenth to the eighteenth ccnlury. being a summary 
and a review of Alexandre ^lillcr’s Essai siir Vliistoirc des institu- 
Hons agraires de la Russie Cenirale dn XV I e an X Vile slides. The 
sub.scquent history of Russia is comprehensible only in the light 
of the conditions in these ccnturie.s. Waarde of Prijs ? G. 
Morueau. The conclusion of the discussion as to Bdhm-Bawerk’s 
three grounds for interest as applied to “ the Robinson Crusoe 
economy and the socialist state.** The writer deals with previous 
arguments and maintains that interest is a price and not a (sub- 
jective) value, that while Robinson may estimate future goods 
higher, this docs not involve an increase in values. Professor 
Bordewijk replies in a concluding note. 

Ekonomisk Tidskrif^ (Upsala). 

1929, No. 1. A Study of Business Cyders and Economic ^ws. C. 
Rothlieb. The article is a critical revdew of J. Akerman*s 
recently published doctorate the.sis : On the Rhythm of Economic 
Life, Stockholm, 1928 (Swedish). The article demonstrates 
business cycles as interference phenomena of economic wave 
movements, and comiiares the wave movements of business 
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cycles with the waves of a swiftly running stream, which display like 
these a definite conformity to law. Rothlieb holds, contrary to 
Akerman, that although a certain similarity and conformity to law 
is indisputable on account of prices being unable to diverge too far 
from their point of eciuilibrium without causing a reaction, this 
conformity to law should not be over-estimated. Periods of 
business cycles may vary between two and seven years. The 
irregularit}^ appears so large on closer investigation that the 
term “ law ” is put in the shade by the term “ history.” Even if 
a curve shows some maximum and minimum points with some 
even distances, this fact docs not make the acceptance of a law 
necessary. Gold and Central Banks. D. Davidson. The article 
is ^Titten in connection with Keanes’ statement as to the danger 
of gold scarcity. The author points out tiiat Keynes has under- 
rated the etfcct of the dismissal of gold currency from general 
circulation, because he has only considered the influence on the 
gold funds of central banks, but not the reduction in the demand 
ifor gold which arises from the actual withdrawal of gold in circula- 
tion. The problem consists of intrcwluoing such arrangements that 
the supply of monetary gold shall always remain suflicient for the 
maintaining of a constant value of gold. This entails that the 
world must become independent of changes in the production of 
gold, which to a great extent is solved by preventive measures 
being taken against an abundant production creating a decrease 
in the value of money, and is best accomplished by co-operation 
bctw’een the leading central banks. If abundant gold production 
is allowed to reduce the value of money, the result is an increased 
demand for gold, w'hich, during succeeding years with a diminished 
gold production, may cause a harmful increase of the value of 
money. 

1929, No. 2, The System of Prices from the point of Capital Theory. 
E. Lindahl. The essay discusses the complications which the 
element of time involves with regard to the determination of 
prices. The author states that the systems of Walras, Cassol and 
Bowley exclude the element of time, and subsequently refers to 
production without capital, and then endeavours to expand the 
propositions of Walras and Cas-sel by succe.ssive introduction of 
the complications in the system caused by the clement of time. 
The first stage is that the future is completely anticipated and tliat 
a stationary condition prevails, whereby real capital and rates of 
interest arc introduced. The next stage aims at dynamic 
conditions, which may bo treated in an analogous system of 
equations, provided that, as abov’c, the future is completely antici- 
pated. In such cases the present prices together with those 
anticipated in the future form a single system for which the 
principl'i of cost is valid. Finally, the possibilities of an extension 
of the theories to a more reliable condition are discussed. When 
the future is not wholly anticipated, flevelopment will always 
involve gains and losses for the enterprises, which cause deviation 
from tlie principle of cost. The Problem with regard to the Transfer 
of the German Reparations. D. Davidson. The article is written 
in connection with Keynes’ inquiry on the transfer of the German 
Reparations published in the March issue of the Economio 
.Journal. Davidson holds that Keynes arrives at the result, that 
the Reparations payments must in the long run cause a decrease 
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of wages in Germany, only if he proceeds from certain unknown 
assumptions, which are not included in the Dawes pact. As this 
is constituted, payments are only necessary in German currency, 
and foreign countries undertake the transfer risks, whereas Keynes' 
proposition is based on the supposition that payments should be 
affected by positive balances of pa5rmcnt in foreign currency. 
Davidson further holds, contrary to Keynes, that the German 
loan need not be annulled as long as Reparations payments can be 
effected in German currency. 

1929, No. 3. Capital-disposed and Credit-ratio. J. Akerman. The 
author criticises the expression used by Cassol, “ capital-disposal," 
in connection with K. Kock’s doctorate thesis, A Study of Interest 
Bates, and emphasises that the expression does not make clear the 
real purport of the credit market. The author then proceeds to 
the question whether central banks can decide the use of credit. 
The policy of the Federal Reserve system can generally be charac- 
terised as aiming at credit rationing in the years 1919-20, price 
stabilisation 1926-27 and production stabilLsation 1928. With 
regard to the present conditions in the United States, he puts 
forwanl the following ([uestions : (1) can the increase of call loans 
damage industry ? and (2) can credit to the call loan market be 
reduced without causing a general credit restriction? To the 
first question the author replies in the attirmative, because 
increased speculation cause^i a speculative tendency in enterprise, 
higher interests, capital consumption and elimination of non- 
competitive enterprises, etc. The second question is replied to 
in the negative, 'the utilisation of capital is the most functionable 
of all values. A decrease of part of its volume entails, therefore, 
a general reduction. On the Question of Mediceval Villeinage and 
the, Emancipation of the Peasants. A. jMontoomery. The 
conditions of both the dependenej’^ of the peasants and their 
emancipation were particularly varied. In some quarters the 
conditions of dependency tended to become more oppressive the 
greater the landowner’s need of labour w^as. But in other 
quarters the increased competition for labour, e.g., after the ravages 
of the plague in the fourteenth century, brought with it an improve- 
ment in tlic conditions of the peasants. In general it would hardly 
seem that the emancipation of the peasants was connected with 
any sort of revolutionising reorganisation of the work on the 
estates. The importance of legislation and usage in regard to 
inheritance is pointed out. According to the prevailing tendencies 
in development, changes of ownership might bring about the con- 
centration or the cutting-up of lan<l. The growing number of 
capitalist farmens was indubitably of the greatest importance for 
tho whole agrarian development in England. The access of 
prosperity that the towns enjoyed at the end of the ^liddlo Ages 
involved an extensive exploitation of the country-side, and even 
if in this connection the old conditions of dependency were 
lightened, others were not seldom imposed in their stead. Some- 
times the initiative for the emancipation of the peasants came from 
tho peasants themselves, and sometimes from the land-owner. 
The efforts in the direction of emancipation seem to have been less 
pronounced in France than in England. The tendency towards 
the emancipation of the peasants that made its appearance in 
several European countries during the later part of tho Middle 
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Ages led to more radical and permanent results in only a few 
cases. Elsewhere the movement was interrupted at an early 
stage, to continue during the eighteenth and nineteenth centuries 
under the guidance of the State. Finally, the author gives an 
account of Swedish conditions. 
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BllITLSH FOREIGN INVESTMENTS IN 1928 

In 1929 I published the results of iny first inquiry into tlie 
amount of British capital invested overseas and the volume of 
annual repayments to this country. 

At the time it was emphasised that the results were in the 
nature of inoncer attempts, subject to revision with the invention 
of better methods of pursuing the inquiry in future years. During 
the past year 1 hav'o been endeavouring to obtain more accurate 
results and to perfect the maehiucry of the inquir\'. 


Scope of the Inquiry 

In tlie course of this work certain dilliculties have become 
evident with the closer examination and more detaihal knowledge 
now available of the subject. In view of this, it has been thought 
best to publish only those results where a fair degree of accuracy 
by statistical measurement has been ensured, leaving other parts 
of the problem subject to a degree of estimate to be dealt with 
subsequently, if the efforts w^hich I am still making to find better 
methods of measurement are successful. 

For these reasons it is not possible to indicate any broad 
changes wliich have taken place in the nature of our investments 
overseas since the first investigation, but this shoiikl be possible 
in future years as the methods of inquiry are put on a comparable 
basis. 

The figures w^hieh I have examined relate to capital invested 
in those overseas loans to Foreign and Dominion Governments, 
States and Municipalities which are included in the Stock Exchange 
Official Intelligence and service of which is in any degree effectetl 
in London. Results relating to other forms of overseas invest- 
ments and domestic and overseas capital repa\'ment ha\'e been 
omitted from my inquiry because — 
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1. In tlie case of liguros rolatin<T to redooniablo capital in- 

vcst('d at 1 ionic it has not been possible to separate 
satisfactorily iiitcr-eoinpaiiy holdings. 

2. Figures relating to the investment of Hritish capital in 

companies registered abroad cannot accurately bo deter- 
mined. A])art from this diHicultv there is also the 
further prolilem of taking account of the considerable 
investment by our nationals in com])anies operating 
abroad not mentioned in the St<K‘k Exchange Ofbcial 
Jiitelligence and in foreign bonds and stocks not quoted 
here. For example, although it is seldom the prae1ic(‘ 
of residents (^f the United Stales to subscribe to the 
sterling jiortion of a loan issued both in London and Xew 
York, on the other hand, British nationals frecpiently 
sub.seribe for or ])urehase large' quant it it's of the dollar 
portion of sueli an issue. TJiere is also a large' aud in- 
creasing investiiK’nt by our nationals in Uniti'd St.ites 
securities issued arid quoted only in Xcw York, 'fliis 
investment has heen greatly stimulated hy the activities 
of the agencies of United States hanks and of hondselling 
liouses in London, which ha\’e largc'ly inci*eas(‘(l in 
nniiihcr during recent years. 

3. Statistics relating to capital invested in Biilish companies 

registered at home but operating abroad have tliis yc'ar 
been the subject of a separate inquiry by tho bJconoanst ^ 
of which I receiveal notice. 1 have* in (a)ns(*(ju('nee 
taken tlu'ir results this year, instead of carrying out a 
separate investigation on this jiart oi the jirohlem, which 
wouhl liave meant fluplication of inquiries from company 
secretaries. 

I should like at this point to acknowledge the courtesy of 
the Ecoriorni.d in this resjx'ct, and also to expn*ss my apjircciation 
of the generous manner in which some sixty banks Jiave again 
placed material at my disposal for the inquiry. 

In addition to the dilliculty mmitioncd above of ascertaining 
the considerable J^ritish liolding of dollar bonds, any attempt at 
an estimate of the net income and net capital investment of tbe 
United Kingrlorn from foreign loans or from British companies 
operating abroatl encounters tho further and increasingly 
important jiroblem of taking account of the acquisition by Ameri- 
can finance and otlurr companies of substantial or controlling 
interests in British companies operating at home or abroad. The 



1930] 


BRITISH FOREIGN INVESTMENTS IN 1928 


177 


growing encroacliment of American interests in British industry, 
commerce and finance is giving rise to a problem which needs the 
more to be stressed since there is this jire vailing ignorance of the 
dimensions it has reached. 

For example, according to Standard Statistics Service, the 
General Electric Co. of New York aerjuired in 11»28 a substantial 
interest in the Associated Electrical Jndiistrit‘s, a British com- 
pany, which in its turn controls the British Tlionihon Houston Co., 
Metro))()litan Vickers Electrical Products. Edison Swan Electric 
('o. and Ferguson Pailin Ltd. These companies form the largest 
combination for the manufacture and distribution of electrical 
equipment in (iJreat Britain. 

Another typical examjde is found in the activities of the 
International Telegra])h and Telc])hone Co. In addition to its 
control of various British com])anies operating in South America, 
such as the Chile 'JVle])hone Co., the Montevideo Co. and the Ihiited 
Biver Plate Co., it also owns factories in England, and acquired 
in 1028 controlling interests in Creed Co. Ltd., CVoydon, 
manufactunu's and world- wide distributors of telegrai>h ecpiipment. 

Again, (luring 1028 and 1020 the Electric Bond and Share 
(/o. of America, through its subsidiary the American and Foreign 
Power Co., not only ac(iuired the Mexican and (’liile interests of 
the Whitehall Electric Jn vestments Ltd. and the Argentine 
interests of the Atlas laght and Power Co., but also obtained a 
50 per cent, interest in Tata and Sons Ltd., a company controlling 
th(’ electric ])ower su])])ly in Ihunbay. In addition, it was largely 
responsible for the formation early this year of the European 
Fleet ric Corporation Ltd., the main purpose of whieli is the 
etmtrol of im])ortant sources of power suj)ply throughout Europe. 

These examples should serve not only to illustrate the dillieiil- 
ties in the way of an accurate estimate of net British income and 
capital investment, hut also to einphasi.'^e the growing American 
influence in pul)lie utility eomj)aiues throughout the world. 
This infliieneo is serious from the j)oint of view of our overseas 
trade, since the change from Jh’itish to American ounership Tnust 
oln iously lead in many eases to changes in the source of supply of 
(’quipment and credit, ('te., with a eons('quent lo.ss to our trade, 
shipping and finanee. 'I'he possibility of an unelu'cked dovelop- 
ment of tliis tendeney. uiiles.s eounltuaeled by reinvestment of 
the monies received in similar British enterprises abroad, con- 
stitutes a grave menace to our economic prosperity, and justifies 
the need for drawing attention to the importance of maintaining 
our overseas investments. 

N 2 
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Method op Inquiry 

The method used is as follows : 

The stocks that have been analysed are, as already mentioned, 
those classified in the Stock Exchange Official Intelligence under 
the titles of Dominion, Provincial and Colonial Government 
Securities; Dominion, Indian and Colonial Corporation Stocks; 
Foreign Corporation Stocks and Foreign Government Stocks. 

Figures relating to capital invested overseas on which neither 
interest nor sinking fund payments were made in 1028 have been 
excluded. 

The London banking agents of Foreign Governments, etc. 
were asked to give for this analysis : 

(1) The total sinking fund or redemption payment made in 

the U.K. on each loan for the year 1928. 

(2) The total interest paid in the U.K. on each loan during 

1928. 

(3) The proportion of such interest paid tax free. 

Information supplied in answer to the last question gave the 
amounts of interest paid to persons resident in the United King- 
dom and to persons resident overseas, since interest is payable 
tax free to the latter class. The British and the foreign shares 
in the repayment of capital either by o])eration of sinking funds 
or at maturity were taken to be in the same j)ro]>ortion as tiic 
interest payments. 

It may be noted that this division does not give a strictly 
accurate apportionment as between British and foreign owners, 
since the use of the method of division on the basis of tax-free 
or tax-deducted interest means that foreigiuTs resident here (and 
in consequence subject to income tax here) arc included among 
the tax-deducted section, while British nationals resident overseas 
(and exempt from income tax here) arc included among the tax- 
free section. Throughout the remainder of the article the term 
“ British ” must be read in this connection. 

Where loans were originally issued entirely here and interest 
and redemptions take place in this country alone, no difficulty 
in compiling results of our overseas investments and repayments 
of capital from them occurs. But difficulties become apparent 
in more complex cases. Among these may bo mentioned the 
case where the loan was originally issued in more than one centre 
and interest and/or repayment takes place at the option of the 
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holder in any of these centres. In such cases the method 
applied this year to determine the British holding has been to 
take interest paid in London, tax deducted, and from this figure 
to calculate the British holding. The British and foreign shares 
of the redemption made in London were again taken to be in the 
same proportion as the interest payments made in London. 

This method appears to be the only one available, although 
it is open to some errors on special occasions. For example, 
during the three months October, November, December 1928, 
the sterling-dollar exchange stood below $4-85. Holders of 
many fore ign stocks having the option of ])ayment in New York 
or in London at fixed rates of exchange consequently secured a 
more profitable payment of their coupons at New York during 
this period, so that in such circumstances the interest paid in 
I^ondon tax deducted was not r(‘presentative of the total interest 
due on holdings of persons resident in the United Kingdom. 

In addition, payments made in London include payments 
on the foreign portions of many international issues, the coupons 
of which are payable here if desired by their holder. This fact 
in part accounts for the high percentage, shown later, of tax-free 
interest j\ayments on foreign Government stocks. A further 
factor in this connection is that in some cases foreign Governments, 
although unable, under the terms of their loan contracts, to 
redeem by drawing a portion of their borrowings at present are 
known to be buying up for their own account portions of the 
issue. 

For these reasons the figures of British-owned capital and 
repayments are conservative estimates. A method of overcoming 
these diflicmlties in the investigation has been devised, and if it 
can be perfected it is hojicd to u.se it in the next investigation. 

The results I have obtained are summarised in tlie following 
tables : 


Table I 


Proportion in 1928 oj Interest imid in fjomlon tax free and tax 
deducted on certain classes of Investments, 



Tax free, 

Tax dc- 

Nature of Invostiueiits. 

o 

a* 

ducted, 

Dominion nnd Provineial (iov^Tnineiit Semritioa . 

l)-8 

00-2 

Dominion, Indian and Oolonial Corporation Storks 
Foreign Corjionition Stocks 

80 

23*7 

Oil 

7«-3 

Foreign Government Stocks 

45‘2 

54*8 
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Table II 


Amount of Cajntal int'^esfcd Ovfrmjs owned by residents in the 
United Kingdom on December .‘U, 192S, and the Repayments 
made thereon during 1928. 

(£00()’8.) 


Xaturo of Iiivostinontfl. 


Uotninion, Provincial and Colonial Govern- 
mont Securities ..... 

Dominion, Indian and Colonial Corporation 
Stocks ....... 

Foreign Corporation Stocks .... 

Foreign Government Stocks .... 



Amount of 

owned. 

rr payment by 
Sinkini; Knnd 
mikI (It 


Maturity. 

1)11,407 

4,410 


860 

40,401 

2,020 

324,008 

8,277 

1,400.440 

ir>..'576 


The figures of ropayineiit exclude all ainouuts ix'paid out of 
refunding operations conducted in this country. 

The results shown in Table II may bo ainplified by analysing 
the nature of the amount repaid in 192S. This is done in Table 
Hi below : 


T.xble hi 

Analysis of Repaynicnis during 1928 to persons resident in the 
United Kingdom of Capital invested Overseas. 

(Conn’s.) 


Nature of Investment. i. 

Matnr- 

iti<*s. 

Optionul 
JttMliinp- 
t inn. 

Sinking 

Piind 

Hrj)My- 

rnciit.s. 

Kate of 
Hopay- 
ini'iit by 
Siidiing 
Fund. 

Dominion and Provincial (iov- 
ornment .... 

/52-'j 


3.880 

0-41 

Dominion, Indian and Colonial 
Corporation Stocks 

:io.s 


.•>52 

0-60 

Forfiigii Corporation Stocks 

— 

1,438 

301 

1-43 

Foreign Govoriirnont Stocks 


— 

8,277 

2*00 


833 j 

1,4.38 

I3,30o 

— 


These tables, as mentioned earlier, do not include capital 
where the service is in default, but include the amount of loans 
issued in 1928. 

The figures of overseas ea])ital investment in these tables 
include our investments in Indian Government Stocks, whereas 
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in the Stock Exchanj^e Official Intelligence those arc grouped 
under the title of “ British Funds.” 

The income received in the United Kingdom during 1928 is 
shown by the following table. This income includes interest 
payments made on loans issued in 1928. 


Table IV 

luconu received iv the United Kingdom during 1928 from Capital 

invested Overseas 
(£000'«.) 


Nature of Investments. 


T»x 

tirdin 


Tax free. 


Dominion, Provincial and (’olonial Dovcrnincnt 
SecnriticR ....... 

Doiiiiniun, Indian aiul (’olnnial Porporat i<*ii Stocks 4.U50 

Foreign (’t)r[»orat ion Slocks .... 

Foreign ( lovernmont Stocks .... 1(>,<»4S 


j,:na 

tk'ie 

Pkl'.KI 


Gl.S'.M) i iS.o.’K) 


Table II brings out clejuiy the largt' proportion of this Govern- 
ment class of our investments in the British (V)lonies and Over- 
seas i)ossessi()ns. Of a total amount of investment outstanding 
of £1.400.449.000, as much as £1.035,950.000 is in Colonial 
securitii's, or 74 per iMuit. The elTeet of the Colonial Stock Act 
of 1900 is thus very evident, and tlu* ligures are interesting in 
the light of present (liscussions on tlie direction of our overseas 
investments. 

The extent of n'payment indicated at £15,576,000 compares 
with ligures for 192() and 1927 of tl’l.ilo.'bOOO and £24,198,000 
resj)ectively. Tlu' large amount during 1927 was due to heavy 
maturity payments in the Colonial CJovernmciit group — a factor 
largely absent in 1928, as indicated in Table II. 

Table IV must, of course, be read in conjunction with what 
has already been said regarding the constitution of the tax-free 
payments made, but eviui making allowance for those factors 
it i*mphasises the fact that foreign nationals do own a considerable 
portion of loans to foreign countries originally issued here. In 
H'spect of Colonial loans (where the foreign portion would be mainly 
held by Colonials) the proportion is not so high. One factor 
accounting for this ditfercncc is probably that Colonial loans on 
the whole have not Ix'cn outstanding so long as loaiivS to foreign 
Governments. Moreover, foreign nationals have a greater 
incentive to ])urchaso their Government stocks than Colonials 
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have to purchase Colonial securities, since the Colonial Stock 
Act has the effect of reducing the yield on Colonial securities, 
while no such factor is present in the case of foreign Government 
bonds. 

The rate of interest on the nominal value of our overseas 
investments in the groups analysed is approximately 4-4 per cent. 

It is interesting to analyse as far as possible the geographical 
distribution of our overseas investments in the groups taken. 
The following table docs this. 

Table V 

Table showing the ywminal value of Overseas Investments in the 
groups analysed^ by j}^TSons resident in the United Kingdom, 
in the countries indicated, and the Income derived therefrom 
during the year 1028. 

(£00(Vs.) 


Area of Investment. 

Capital. 

Income. 

Europe ........ 

1 1.3,000 


.-Vrneriea (exchuUng Cnnadii) .... 

140,000 


Asia (excluding India) ..... 

03,000 


Australia and New Zoalaml .... 

521,000 


Canada ........ 

102,000 

3,S72 

Africa (including Egypt) ..... 

153,000 

5,S11 

India ........ 

210,000 

S.ISO 

Other Colonics ...... 

40,000 

1,539 


1,400,000 

r)i,sor> 


N.li. — Egyptian Income an<l Capital of £33/5,000 and £9,000,000 respectividy 
included in Table IV under Foreign Government and Corporation Stocks. 


It will be seen that the amount of British capital to which 
this year I have confined my examination, namely, the bonds and 
stocks of foreign and Colonial Governments and Municipalities, 
is £1,400 million. The figure obtained by the Economist for the 
amount of loan and share capital invested in British companies 
operating abroad but registered here is £1,053 million, making a 
total of £2,453 million for these two classes of investment. It 
must be remembered that this figure, for which a degree of 
accuracy may be claimed, covers only a part of the field of British 
overseas investment. It excludes from consideration : 

(1) The largo amount of cajutal invested by residents hero 

in companies both registered and operating abroad, 
whether included in the Stock Exchange Official 
Intelligence or not. 

(2) The sums, which I think are fairly considerable, invested 

privately either in loans to Governments, etc. entirely 
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dealt with abroad (e,g, investments in recent American 
foreign loans), or in private companies and ventures 
whose scat of operation is abroad. 

No accurate estimate of these items has been possible, so that, 
as I have already indicated, they have been omitted pending the 
possibility of accurate methods of measurement ])eing discovered. 
Nevertheless, from compa-rison with my previous experimental 
but wider investigation, and with the results obtained by the 
Inland Revenue authorities from their estimates of our overseas 
capital investment, I consider that the figure of £4,000 million for 
our total overseas investments is a first approximation to the 
facts. 

In regard to repayment of investments, the sum repaid by 
sinking or maturity repayments and by redemption of eapital 
in 1028 in the categories covered by my investigation and that of 
the Economist amounted to £22 million. To this, again, would 
fall to be added the amount due from investments of the type I 
have indicated as not included. 

In 1928 the total of new issues, according to the figures of 
the Midland Bank, was £143 million, which excludes all refunding 
issues. Against this the [)resent investigation shows that we had 
automatically available for new issues at least £22 million received 
from abroad. We therefore invested in new money abroad a 
sum in the neighbourhood of £121 million, compared with an 
amount in 1913 of £2r)3 million at 1928 values. Of course such 
a comparison takes no account of home savings, but it is safe to 
say that these also are probably smalku’, and that in total therefore 
we arc saving much less than before the war on this basis of 
estimate. 

I wish to express my regret to readers that the information 
contained in this article does not cover the whole field of our 
overseas investments. For the reasons given, however, the 
difficulties are very apparent and will take time to overcome. I 
am hopeful of devising methods of doing this in certain cases, and 
if these are perfectible I hope shortly to undertake a much wider 
investigation of the problem, the results of which 1 shall hurry 
forward as much as possible. 


R. M. Kindersley 



Tin: FATE OF THE NEW l^:CONO^riC POLICY OF THE 
SOVIET UNIONS 

The fate of tlie Now Economic Policy is bcin^ dotermin(‘(l by 
the latest developments in the Soviet Union. It remains a 
question, however, whether the recent changes in policy mean the 
indefinite extension of Nep or whether its death-blow has only 
been postponed. Tt is diflieult to answer this question at the 
present time, for much d(q)(;nds upon the succ('ss of the spring 
sowing campaign, and still more upon the harvest which if. finally 
reaped. 

During ihe fall r)f 1020 and the winter following, it .seemed 
inevitable that Nop would come to an early end. J'he grain 
collection programme had been completed within th(^ period .set, 
and somewhat more than the planned ajuount of grain had been 
collected. This had been possible only by means of ait extremely 
rigorous policy which recalled the ])oiicy of requisitioning during 
the period of military ( '(unmunism. Any surplus above a minimum 
which was authoritatively determiiu'd had to be turned over to 
state collection agencies at a fixed price. Yet oven if force had 
been required to collect the ]jlanned amount of grain, the fact 
remained that it had actually been collected, and the critics of the 
governmental ])oUcy were partially silenced, ddie Right had 
warned the dominant wing of the Party that only a policy of con- 
ciliation toward the knlakl and middle ]>easant.s would succeed in 
realising the noce.s.sary f^rnin. They had ]>rocJainied that force* 
could not po.s.sibly overcome the passive resistance of the kulaki 
and other peasants, who had been charged w ith holding their grain 
off the market. T"he success of the grain collections had showm, 
nevertheless, that the kulaki and other peasants must yield in the 
face of force without stint. 

The success of the grain collections had an unexpected reper- 
cussion upon the ])olicy of collcctivi.sation of agriculture. On the 

^ T1i« 3 material upon vvhi< h tliis artn lo is based w<\s obtained while tbo writer 
wa.s a Follow of tlio Soc ial Sciom-o Kc.s<*arrh Count-il of thc» United States. It ifl 
intonded at a later time to present a num? complete analysi.s of tbo ovoiita wliich 
are .sketched hero. 
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ono hand, it had shown the possibilities Avhich lay in the use of 
relentless pressure. On the other hand, the requisitioning of the 
surplus grain at a nominal price had convinced the peasant that 
there was no future for the individual peasant in raising grain for 
the market. The result was that the collectivisation movement 
spread like a prairie fire. All the forces of the Party, the Soviet 
apparatus, the trade unions and the co-operatives were placed 
behind the ])oIicy of the earliest possible socialisation of the land. 
The programme of the Five Year Plan wa^ complot('ly surpassed 
and was cast aside. It was announced that the most important 
grain-producing regions of the Union were, in many cases, to bo 
completely collectivised by the spring of 1930. The steppe 
country of the Ukraine and the whole Northern Caucasus were to 
be coIle(divised within this perirxl. Such a rale of progress had 
been beyond men's wildest dreams only a year earlier. Even 
during military (.’omTUunism the socialisation of the land had 
proved impossible of attainment. Stalin had proudly character- 
ised the pres(»nt period not as one of State capitalism, but as a 
period in whi(*h a truly Socialistic order was being constructed. 
Events seemed to be bearing him out. Never had the prospects 
of the establishment of a thoroughly Communistic economy and 
social order seemed so i)right. 

The knhici, or so-(*alled ri(‘h peasants, ke])t up a l)itter fight 
against the collectivisation of the land and the means of pro- 
duction, and fought the Soviet ]Hnver in every possible way. 
(.•attle, shoej) and hogs wore slaughtered in order to avoid turning 
them over to the kolkhoz. The kulaki succeeded in getting many 
other peasants to do likewise, since the carcasses could l)e sold or 
oaten, and the peasant was individually so mueh tin* better oil than 
if ho had turned them over to the kolkhoz. Tho kulaki not only 
killed their cattle, hut oven killed their horses also, rather than 
permit them to ho taken by the collective farm. It had been 
intended to operate the eollecdivo farms principally ])v tractor 
power, but the greatly incrcascnl tempo of collectivisation made it 
inevitable that there would be a deficit in the niunber of tractors 
available. Tho programme of importation of tractors was 
speeded up and the building of tractor factories was hurried as 
much as possible. But the valuta balance made it impossible to 
import nearly enough tractors, and the factories could not possibly 
got into production early enough to affect the results of the spring 
sowing. In vio\v of these einuimstances the mass killing of horses 
was a seri()\is menace to Soviet agriculture. The killing of cattle 
threatened the meat supply for the coming year. Stalin struck 
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back at the ktilaki by announcing the policy of the “ liquidation of 
the kulaki as a class/* ^ 

The policy of the extermination of the kulaki was perhaps 
the most significant declaration of policy since the introduction of 
the New Economic Policy. For the first time since the days of 
the Revolution and the civil war, mass confiscation of property 
occurred. The land, horses, seed grain, cattle, poultry, houses 
and furniture of the kulaki were confiscated. In the regions which 
had been declared districts of complete collectivisation the dis- 
possessed kulaki were driven from the district in which they had 
been living. The confiscated property was sold and the proceeds 
used to pay the entrance fee for the poorer peasants who were 
entering the collectives. It w'as thought that this ])olicy would 
strengthen the class war in the village and still further separate 
the kulaki from the bedniki, or poor peasants who were thus 
benefited. 

At the same time as when he had announced the policy of the 
liquidation of the kulaki, Stalin also declared that when Nep had 
served its puiqmse it would be “ thrown to the devil.’* ^ Ho 
emphasised the fact that Nep had always been intended merely 
as a temporary retreat, and that this retreat was to bo used as a 
period of recuperation during which all forces were to be gathered 
together for the re-establishment of a truly Socialistic order. This 
declaration was everywhere hailed as the signal for the complete 
destruction of Nep. The Moscow Committee of the Party 
declared for the liquidation of the Nepmen along with the kulaki. 
The shops of the Nepmen were closed all over Moscow. By the 
end of February it was said that not one private clothing sho}) 
remained open in all Moscow. Restaurants, hardware shops and 
practically all private enterprises were closed. Food markets, 
operated by private merchants were also closed, although they had 
not completely disappeared by the time the change of policy 
occurred. 

The peasants who had always been accustomed to sell their 
products on the streets or from door to door almost disappeared. 
Those who were caught selling their produce in the streets were 
admonished and sometimes fined. In some instances peasant 
women who brought milk to the city for sale had their milk con- 
fiscated when they attempted to bring it into the city. If they 
insisted on selling their produce privately they were liable to be 

^ K voprosam agrarnoi politiki v C. C. R. Spooch by Stalin at a conforence 
of agrarian Marxists, Docomber 27, 1929. 

* K vopronam agramoi politiki v (J. C\ C. R., op. cii. 
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considered as kulaki in their own villages. The streets presented 
a strange appearance to one who had become accustomed to 
throngs of peasant pedlars. For the first time since the intro- 
duction of the rationing of food the population became almost 
wholly dependent upon the supply of food obtainable on their 
ration cards at the governmental and co-operative shops. The 
plight of those people who were deprived of electoral rights, and 
consequently of the right to have ration cards, was dilficult indeed. 

People began to say that the days of military Communism had 
returned. Indeed, the likeness to the period of war-time Com- 
munism was striking. Food was strictly rationed. Many other 
commodities could be obtained only by means of membership in 
the consumers* co-o])crativc societies. Workers’ brigades scoured 
the country to aid in dispossessing the kulaki, and actively searched 
the cities for Nepmen who might owe the (government taxes. 
The success of the military expedition in Manchuria had aroused 
the military fervour of the ecnintry. The Soviet Press carried 
front-page stories of the imminent danger of war with the capital- 
istic Powers. The Association for Aviation and C’hemical War- 
fare jippcaled for new members in the face of the threat of war. 
The truculent tone of the (.'ommissariat of Foreign Affairs in its 
answer to the notes of the Powers who had intervened in support 
of the Pact of Paris increased the warlike atmos])hero. The action 
of the French court in freeing the persons accused of forging 
Soviet bills of ex( hange and of the (ierman court in freeing those 
accused of counterfeiting Soviid money was accepted as evidence 
of the hostility of the capitalistic governments to the Soviets, 
'rhe furore created In the disai)pearance of Kutepov and the 
agitation about religious persecution added fuel to the llames. 
During January and February of 1930 hardly anyone in the Soviet 
Union, native or foreigner, would have been sur])viscd if war had 
blazed out along the Polish and Rumanian frontiers. 

In the midst of thi.s war-time atmosphere the march of events 
was always in the direction of more thorough-going Uommunism. 
Not only did private trade virtually come to an end, but private 
medical clinics w’cre forbidden, and the apju'oaching end of all 
])rivate practice in medicine w’as foreshadowed.^ In some cities, 
as, for example, in Ivanovo- V'ozm\s.<fcnsk. the trade unions j^assed 
re.solutions against the continuance of private ])racticein medicine. 

‘ Seo Pmvda oi Jiiiuiary ‘Jt. 10:50. for ihv rivsolution of tlu* Coinmissuriiit of 
Health in regard to the liqindation of private rlinii's. Izvistui of i?ehraary 10 
contains a notice of the <lecisioii of a group of dortors to refrain from pn\ato 
practice. 
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The same thing was true of dentistry. Even privately operated 
barber sho[)s were reconstituted as co-operativo artels. 

During the latter part of December 1929 there had occurred 
the raids of the political polic(5 upon the offices of some of the 
foreign concessions. Other concessionaires were arrested for viola- 
tion of the labour co lo and were in some cases sentenced to a year 
of forced labour. In practice these sentences only meant that the 
persons convicted were fined a year's salary, 3’et they indituited a 
new attitude towards concessionaires. The letter of the Chief 
Concessions Committee in answer to the telegraphic protest of the 
Lena Goldfields ('ompany against the search carried on in their 
offices by the G.P.C. showed by its tone that the Soviet Govein- 
ment was determined to take a very strong line in dcnling with the 
operators of concessions. ^ 

The principle of ilitferentiation in wages and salaries according 
to the type of work done had been in harmony with the basii* 
principles of Nep. Now there began a movement to destroy the 
lUfferences ii'« personal incomes which this ju'inciple had created. 
Workmen began to form communes in sections of factories and in 
entire factories in which all wages and salai ies were pooled. In 
some cases they were thi‘n equally divided, n'gardless of the skill 
or qualifications of the workers composing tln^ (onimnne, and in 
other cases the needs of the members of the commune wcu'e met out 
of this common fund. This movement bi‘gan to spread over the 
entire country. 

During the first two months of 1930 it seemed that com])lete 
Communism in its absolute sense was only a st(*]) away. One 
thing at least seemed < ertain. Those who had said that Ne]j was 
to bo the permanent economic system of the Soviet Union had 
been prov(*d wrong. If there had ever iH^eii any doubt as to w hether 
the Communist Party considered Nep as their ow n .system with 
which they were to be permanently content, this doubt was iu)W' 
resolved. The Nepman who ])orhapH had had visions of the 
development of a limited form of capitalism in w'hich ho could 
live the usual bourgeois existence was now' disillusioned, for the 
whole race of Nopmen harl been all but wiped out of oxistonco. 

Then came the great lialt in the march to complete Com- 
munism. In no other country could such a halt have been 
successfully made. Only the incredibly perfect disci])line of the 
Party and its absolutely unchallenged control of tho country 

' Tho roply of tho Ohii'f (Joru o.q.sionB ( .'omniittfM; <o tfio tolo^rain of tho Lena 
Ooldfielfls (-'ornpnny a[)f)oan‘(i Fobniary Jl. Tho tolo^'rarn of tho Lena (joM- 
fioldH Coiripany ha<l hoon Hoiit January 1,3, 
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made siieh action possible. As though at a word of command the 
Press changed its tone. All the forces of the Soviet and Party 
organisations were thrown behind the new policy. Even after 
the event it seemed still incredible that such a change of policy 
could have occurred in sucjIi a short space of time. It is true that 
there had been some signs and portents of the change. In his 
“ Answers to the Sverdlovists,” Stalin had indicated that he did 
not consider that the time was yet ripe to throw Xep entirely to 
the devil. ^ He declanul that tho.se comrafics who had declared 
for the liquidation of the Nepmon were in error. He stated that 
the liquidation of the knlaki was to bo carried into eiTect only as a 
part of the policy of complete collectivisation. In the face of 
this statement “ the Moscow Committee of the Party recognised 
its (‘irors and withdrew its resolution. 

Th(^ article by Stalin entitled “ Dizziness from Su‘ ccss ” was 
of sucli a striking nature, however, tliat all handwriting on the 
wall had been too ])ale to ])rcv<uit tlic shock of siirpri.se when it 
ap[)(‘ared.^ In this artich* Stalin callerl attention to the great 
success of the collectivisation movement. He stated that at that 
lime oO ])(*r cent, of a!l th(‘ jx'asant hou.sfdiolds of the Soviet Union 
had l)e(‘n eoll<*cti vised. In the exhilaration occa.sioncd by such a 
sweeping success many serious mi.stakes liad been committed, 
however. Pleasants had been dragooned into joining the kolkhoz. 
In some cases they had been threatened with the armed forces of 
the Soviet ])(nver if th(\v did not join. In other instanees peasants 
had becMi threat emal with d<‘prival of irrigation water for their 
farms if they did not entt*r the local kolkhoz. This forced eol- 
lertivisation must ei*ase. Stalin wa\rne<l the imanbca's of the Party. 
The comrad(*.'i who, drunken with success, had cried, “* We ean do 
all things,’’ were in the w rong. 

Stalin particularly declainual against the. policy wiiich had 
ifK luded the veredniki or middle' peasants in the process of liquida- 
tion. In many eases the property of cendiiiki had been contiscated 
as well as that of the kuhiki. CcrPiJniki who had refused to enter 
the kolkhoz had, in many easels, bet'ii deprived of electoral rights, 
with «*ill that such dejirival iuqilied. In many case.'^ collectivisa- 
tion had been ])iirelv adrnini.strative and the will of the peasants 
had hardly been oonsidered. All tins distortion of the “ General 
Lino of the Party ” must come to an end. 

' Voproay ^vct'dlovtac^^ i oti'tt tor. Stuliim. /aCi ludustmli'nisixu, Fobrii:iry 

11 , 1930 . 

* IzrrMJtchmie ot MK i MKK VKP (h). Hkonomidusk'nia Zhi:n. Vchni wy 14, 
1930. 

• (tolovokriizfu^nir ot nnprlchor. Pnivda^ Man’ll 2, 1930. 
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Stalin called attention to the impropriety of trying to compel 
the peasants to create communes until they had had more ex- 
perience Avith collectivisation. In the communes, the houses, 
gardens, cows and even the poultry and food supplies had been 
socialised. It was essential that the land, the equipment, the 
horses and the cattle which w'cre producing milk for the market 
should be collectivised. This degree of collectivisation was 
attainable in the artel, and this was to be the type of kolkhoz which 
should be encouraged and its growth stimulated rather than the 
commune. Collectivisation was of importance mainly in the great 
grain-producing regions, w^here large-scale methods of cultivation 
would yield the greatest advantages. Collectivisation was not to 
be pushed in the more backward regions such as Turkestan, nor 
in the dairy regions of northern Russia. 

This article of Stalin’s caused tremendous excitement through- 
out the country. In some villages the peasants declared that they 
regarded it as their ancestors had regarded the edict which freed 
the serfs. Cases were reported where as much as fifteen rubles was 
paid for a single copy of the newspapers which contained the 
article. In one case the peasants tore down the newspaper kiosk 
in their eagerness to get hold of copies of the article, w’hich appeared 
in all the important newspapers. 

The article by Stalin was followed by a decision of the Central 
Committee of the Party which covered much the same ground, but 
which was more explicit and went further along the same lino.^ 
According to the decision of the Party, entrance into the kolkhoz 
was to be purely voluntary. The treatment of ceredaiki as 
kulaki w'as to cease at once. Peasants were to bo allow'cd to sell 
their produce freely in the cities as before. This freedom of trade 
applied only to such things as eggs, poultry, fruit and vegetables, 
and was not to apply to the sale of grain. Closing of churclies 
against the will of the people or the closing of churches under cover 
of petitions w^hose signatures had been obtained by force w^as 
to stop. 

The peasantry, and indeed the whole country, received these 
evidences of a change in policy with feelings which ranged from 
those of relief to sensations of the wildest delight. On the part of 
some of the most active workers in the Party wlio had been carry- 
ing out the ultra Left policy which they had considered truly 
orthodox, the feeling was one of almost hopeless confusion. 
Where was the Right, and where was the Left, and where could be 

^ 0 borOe c iskrivlcniiami partlinii v kolk/ioznom dvizhenii, IzvaHiftf IMaivli 1 <5, 
lysu. 
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found the real “ General Line of the Party ” ? were the questions 
which assailed them. Very quickly, however, the strength of the 
Party mobilised itself around the newly-defined ‘‘ General Line,” 
and all efforts were turned towards correcting errors and preparing 
for the sowing campaign which was so vital to the Soviet Union. 
In the meantime the question in the minds of all was, “ Has the 
Right won out ? Some thought that now Rykov and Bucharin 
would return to power. Everyone wondered, too, whether Nep 
would bo re-established. For some time the trend of events was 
confused. The peasant pedlars appeared again upon the streets 
as though by magic. The prices which they charged were, 
however, higher than before their disappearance. On the other 
hand, the shops of the Nepmen were, in most cases, not reopened. 
Many of the Nepmen were in Siberia or the Northern concentration 
camps. Their stocks of goods had been confiscated. Tlie Nep- 
man had received a mortal wound and the change in policy came 
too late to succour him. 

The first tangible result of the article of Stalin and the 
decision of the Central Committee of the Party was the mass 
exodus of the peasants from the kolkhoz. Exactly what per- 
centage of those who had previously joined the kolkhoz now left 
it, it is irapossil)le to say. At one time it was claimed that 57 per 
cent, of all peasant households in the Union had been collectivised. 
In a second article entitled “ Answers to the Comrades of the 
Kolkhoz,” Stalin suggested that the figure at which stabilisation 
for the year might be expected to take place would be about 
40 per cent, after allowance had been made for those peasants 
who had left the collective farms when they had been assured that 
membership was to be voluntary.^ But the figure of 40 per cent, 
was for the grain-producing regions, where the percentage of 
collectivisation w’as much larger than for the country as a whole. 
In some cases, where 90 per cent, of a district had been collectivised, 
the percentage fell to five. In such case.s, of course, the local 
kolkhoz had practically ceased to exist. A little after the 
appearance of Stalin’s second article, Pravda estimated that 
from 30 to 40 per cent, of all peasant households were then 
collectivised. 

Groat efforts were made to induce^tho peasants to return to the 
collective farms. They w'ere offered remission of certain unpaid 
fines and dues and were promised exemption from taxation for 
two years if they would rejoin their kolkhoz,^ Some of the 

* Oti^el tovariaheharn kolkhoznikam. Pravda, April 3, 1930. 

» O Vffotakh dlia kolkhozov. Pravda, April 3, 1930. 

No. 158. — VOL. XL. 


O 



192 TilE ECONOMIC JOURNAL [jUNK 

peasants were induced to return by these methods. However, the 
reports from the spring sowing by the individual peasants was so 
disquieting that it was found necessary to issue instructions for 
ameliorating the condition of the imcollectivised peasantry, so 
that one action tended to somewhat counteract the other. ^ 

By the latter part of April the trend of events began to be 
apparent. It is true that the Central Executive Committee of the 
Union issued several decrees which had for their purpose the 
remedy of the abuses which had grown uj) in connection with 
the wholesale deprival of electoral rights. Likewise every 
attempt was made to dispel any unfortunate iinpri‘ssion which the 
recent policy towards foreign conci'sr.ions might have created.^ 
Nevertheless, it became evident that the great scries of personal 
statements by Stalin and of decisions by the Central Committee 
of the Party and of the CinUral Executive Committee of the 
Union represented merely a j)ause rather than a deviation from 
the former line of action. Still less could these statements and 
decisions be considered a reversal of fundamental policy. The word 
was i)assed down through the Party ranks and ])ublished in the 
Press, that every care must be taken to prevent the Light from 
making capital out of the situation. Rumours that Stalin was 
to retire from his control of the destinies of the Party were proved 
to be false. Every day it became more evident that Stalin was in 
eomplete control of the situation within the Party and that he 
would be successful in enforcing his interpretation of the “ General 
Line.” In answer to the question as to which was the more 
dangerous at the moment, the Right or the Left, Stalin re])lied 
that the Right was the more dangerous. He said that the errors 
which had been committed by the Left were dangerous mainly 
because of the possil)ility liich was thus created for the Right to 
profit by these errors.** Most .significant of all, the policy of the 
liquidation of the kulaki was re-enunciated again and again. 
Stalin left no doubt in the mind of anyone that ho believed in and 
was committed to the policy of collectivisation of agriculture. The 
individual peasant was not to be allowed to expect that the system 
of the individual holding and operation of the land w'ould long 
continue. Distribution of a special credit fund of half a billion 
rubles to the collective farms was in.sisted upon. The tempo of 

^ Decree of Sovnarkom R. S. F. S. U. htrslia, April 1 1 . Decroo of Somiarkom 

C. (J. P. and of Ts. I . K. Za IndvHtricUizatHiin, April 1.3, 19.30. 

* For example, the HtateincniH of .Mr. Julius Huniiner of the liquidated Hammer 
Con(*t5Hsion, and of some of the torlmical personnel of the liquidated Altman Con* 
ceasion. Zn InduatrializataHu^ Eehruary 28, and Izrcah'a, March 1, 1930. 

■ Otret touanshcham kolkhoznikam. PractUt, April 3, 1930. 
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industrialisation was still further increased by the appropriation 
of still larger sums for capital investment in industry.^ 

At the present time the main features of Nop have already 
dLsappoarcd and the signs of any rea])])earancc are very scarce 
indeed. In the normal course of events, private trade was being 
strangled by the competition of state and co-operative in- 
stitutions. The events of January and February of 1980 simply 
hastened the destruction of Nep. In the last analysis th(5 future 
of Nop may depend upon the coming harvest. If the harvest 
should be a failure it is barely jmssible that Nep, or some policy 
similar to it, miglit be re-established. Jf the harvest is a mediocre 
one, the disa])pcaranco of Nep will be ])ostponed for a little while. 
If the harvest is good, the last remnants of Nop will speedily 
disa])pear. Finally, it may be said that the determination of the 
Party to create a social and economic order which will b(^ pnivly 
Socialistic and which will constitute an entindy ditferent civilisa- 
tion from that of Capitalism can no longer he doubted. 

Cai.vin B. Hoovek 

^ 'J’ho iiicroaso anK)Uiif»*a lf> rJihh's. This iru n’.usi* was providL'il 

by a of »'Suv!uirkuu\ publishotl in /’/</■•</♦( of .April 1930. 



ON A CERTAIN AMBIGUITY IN THE CONCEPTION OP 
STATIONARY EQUILIBRIUM 

I 

The idea of an equilibrium of forces is one which is common 
to many sciences, but there are few in which it plays a more 
important part than in theoretical economics. It has been 
implicit in our discussions since the time of the Physiocrats,' and 
as the methods of economics have become more and more self- 
conscious it has become, in one shape or other, one of the main 
instruments of theoretical analysis. We describe the various 
forces we have to study by reference to their place in our con- 
ception of equilibrium. We measure their variations by reference 
to equilibrating norms. It is not too much to say that in so far 
as we pretend to enunciate economic laws at all it is the assump- 
tion that, within some limits, an equilibrium of some sort is con- 
ceivable that is the justification of our procedure. 

Now, of course, many conceptions of equilibrium arc possible, 
from the simple notion of a balance between the supply of and 
demand for one commodity' to the sublime conceptions of the 
mathematical economists, in w'hich all the quantities contem- 
plated move together in orderly change. But hitherto the 
dominating conception has been one midway between these 
extremes. We abstract from various causes of change, and con- 
ceive the remaining economic quantities as stationary, and inquire 
as to their mutual relations. Or, we ask what will be the relation 
of certain given quantities when certain tendencies to change 
have come to rest. The stationary state and static laws have 
been the main subject of investigation. 

Whatever the imperfections of this method, it cannot be 
denied that by its aid, in the past, much has been done which 
does, in some way or other, elucidate the working of economic 
forces. The man who holds that nothing has yet been accom- 
plished may deserve pity but certainly not respect. Nevertheless, 

‘ See Sohiimpoter, Kj^ochen der Methoden-vnd Dogrnengfschichti’t pp* 46-48, 
for a very interesting discussion of the Physiocratic contribution viewed in this 
aypect. 
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at the present day, it would be idle to pretend that, even within 
this limited sphere, entire finality has been reached. There are 
still important differences of opinion among economists, both as 
regards the form and the significance of static analysis. Some of 
these differences relate to matters of actual lofjic — it is probable 
that the dispute with regard to consumers' surplus is a difference 
of this order. But some arise much more because of certain initiai 
differences of assumption which are not always clearly realised. 
The logic is thought to be faulty because the premises are not 
clearly stated. It is the contention of this paper that the con- 
ception of stationary equilibrium, as used in inodeni “ literary 
economics," itself involves an ambiguity as regards its ultimate 
assumptions. It is contended further that this ambiguity is 
responsible for some of the most important doctrinal confusions 
of the past, and that even at the present day it has led, in at 
least one instance, to analysis which is definitely erroneous. The 
nature of the ambiguity is simple. It can be stated in a couple 
of sentences. But its full significance cannot be grasped until w'e 
have traced its origin in the classical system and followed up some 
of the confusions which arise from its existence. An historical 
method of approach will therefore bo utilised.^ The history, 
however, makes no pretension to exhaustiveness. It is used solely 
in order to elucidate positive analysis. 

II 

1. The idea of a stationary state is clearly implicit in the 
Tableau Economique of Quesnay and the Physiocrats. ^ The 
underlying notion of that complicated arithmetical diagram 
is one of a state of affairs in the body economic in which 
production and consumption are in a condition of perfect 

* Tho argument of tliis paper wns first dovolopctl in lectures on tlic history* 
of theory winch I dolivered at Now College in the winter 1028- At that time 
I thought that tho contrast which 1 drew between static states according to 
supf)Osition8 concerning tho supply schedules of tho factors of production, 
although, of course, obvious to anyono familiar with inatheniafical economics, 
had not been mndo by any “ literary economist.’' Since then, however, 1 have 
discovorod a footnote in Profe.ssor Knight's Jiisk, ^ necriawt y avd Profit (p. 143) 
in which this is done, and, as I had read that admirable work many times, 1 
suppose 1 imist have been unconsciously iniluenced by Professor Knight s com- 
ment. Professor Knight's note is, however, very brief, and 1 therefore venture 
to hope that my historienl ext'gesis and contemporary applications may not he 
altogether otiose. 

• On tho significance of tho Titbhuu Kcotiowt^nt^ see Onckon, (irfichichiv dcr 
Nationalokonomie (pp. 380-402); also Caiman, A Jiviim' oj Kconotnic Ihcory 
(pp. 25-34). 
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balance. Year in, year out the same processes recur, the same 
circulation of goods takes place through the same channels. But 
the use made of this conception is different from the use which 
has been most customary since that day. Modern economists 
use the stationary state to exhibit the nature of certain tendencies, 
to show' under what conditions certain kinds of change may be 
expected to cease. Quesnay used it rather as a model of certain 
processes and a demonstration of the cemditions under which these 
])rocesses could be said to be functioning healthily. It is obvious 
from the variants of the table given by Mirabeau that its main 
use was conceived to be that of a formulation of the minimum 
conditions of civic well-being, rathcT than n liypothetical con- 
struction whereby purely causal phenomena could be st\ulied. 
It was hoped that actual statistics w^ould be collected of the 
quantities exhibited in the table ; and then, by a com])arison of 
their mutual relationsliips w'ith the ideal relationships of the table, 
a diagnosis could be made of tlie prosperity of the an*aof (’olh'ction. 
It w'ould therefore be unwise to attribute very great itnportancc to 
the Physiocratic contribution to the analysis of equilibrium. 

2. So far as I am able to discover, the first use of the conception 
in its more familiar form, and the first mention of the actual term, 
the stationary state, occur in the course of the celebrated chapter 
on w’ages in the Wealth of Nations,^ 

Adam Smith, it will bo remembered, commences his treat- 
ment of wages in an “ advanced society ” by laying down what 
may be called a buyer’s monopoly theory of subsistence wages. 
The unfortunate w'orkcr, w^ho, in ‘‘ that original state of things 
which precedes both the appropriation of land and the accumula- 
tion of stock,” secured the whole produce of labour, now finds him- 
self compelled to bargain witli the employers for a share it. 
In the face of their tacit combination ho is helpless. His wages, 
therefore, are forced down to subsistence level — a wage, that is to 
say, which will keep him alive and enable him to bring up a family 
of just such a size as, allowing for the average exp('ctation of life 
among the children of the w^orking classes, will keep the population 
constant. 

But, no sooner has Smith elaborated this theory, than he at 
once commences to replace it by another. His strong sense of 
reality compels him to admit that wages do not behave as such 
generalisations w'ould lead one to suppose. (In a buyer’s monopoly 
theory of subsistence wages there is, of course, no question of a 


^ Cannati'a Ed., Vol. I. pp. 60-88. 
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tendency which may be concealed by counter vailing tendencies. 
So loufj as the monopoly is operative it can act at once.) He there- 
fore proceeds to elaborate a new theory, a theory in which, when 
subsistence wages emerge at all, their emergence is clue as much to 
forces acting on the supply side as to buyers’ combinations on 
the side of demand. On the demand side, this theory anticipates 
the wage fund theory ; on the supply side, the population theory of 
the first edition of Malthus’ Essay on Population. And it is in 
the course of the development of this theory that the conception 
which is to be analysed in this paper first enuTges. 

According to this new version of the* theory of wages, the 
demand for labour is conceived to come from certain funds which 
in some somewhat mysterious fashion have been destined for the 
maintenance of labour.” When these funds are increasing faster 
than the increase of labour, the tacht com))ination of masters 
breaks up. ‘‘ The scarcity of hands occasions a competition 
among masters, who bid against one another in order to get work- 
men, and thus voluntarily break through the natural combination 
of masters not to raise wages.” In these circumstances, wages 
rise above subsistence level. This, Smith thought, was what was 
happening in the hhigland of his own flay and also in North 
America. But if for any reason these funds cease to increase, if, 
to use the jargon of a later day, the wage-fund becomes stationary, 
then wages tend to fall. The wretched labourers multiply, and 
th(*ir share per head of tliis constant fund is reduced until it 
reaches that h^vel which is suflieient to maintain the la])ourcr 
and enable him to support a family of the size necessary to kci‘]> 
population constant. This, he thought, was what liad happened 
in Cliina, whose condition, he said, had ** long been stationary.” 
Finally, if the fund actually diminished, as, lux thought, was 
happening in Bengal, then wages fall until “ want, famine and 
mortality ” have so reduced the number of labourers as once 
more to make a subsistence wage possible. Wages therefore form, 
as it were, an index showing whether the state is advancing, 
stationary or retrogressive. It is in the progressivt' state, whih' 
the society is advancing to further acquisition, that the condition 
of the labouring poor seems to be the ha})piest and most com- 
fortable. It is hard in the stationary and miserable in I he 
declining state. The progressive state is in reality the cheerful 
and the hearty state for all the dilferent orders of the society. 
The stationary is dull; the declining melancholy. ’ 

3. This then is the stationary state as it first appears in 
economic theory. Population is constant, capital is constant. 
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wages are constant and profits are constant.^ There is life, in that, 
year in year out, the same things are repeated. But the funda- 
mental conditions of economic activity remain unchanged. 

But why is it stationary ? 

We have to reconstruct the answer from different parts of 
Smitli’s analysis. Population is stationary because the funds 
destined for the maintenance of labour have ceased to increase 
and wages arc down to subsistence level. The funds destined for 
the maintenance of labour are stationary because the rate of profit 
has fallen so low that there is no further incentive to accumulate. 
How low this is, is difficult to say. Smith admits that the level 
will vary with the current risk of investment. In China he thinks, 
because of bad government, accumulation has ceased at 12 per 
cent. But no other possibility of variation is mentioned. There 
is no suggestion that there are different static rates in different states 
of society. Risk is the only cause of variation. Compensat ion for 
risk apart, the rate “ must always be something more than what 
is sufficient to compensate the occasional losses to which every 
employment of stock is exposed. . . . Were it not more, charity 
or friendship could be the only motive for lending.” ^ And it is 
suggested that where great risk is absent (as in Holland) the rate 
is so low that only the very wealthiest can live on interest. 

4. Superficially, the stationary state which we encounter in 
Ricardo is much the same sort of conception.® Wages are at their 

natural level.” dictated by the cost of producing labour. 
Population is constant. Capital is accumulated to such a point 
that, the rate of profit having fallen to the minimum necessary to 
induce accumulation, no further saving is being made. And 
Ricardo equally with Smith regards the prospect of arriving in 
this condition with feelings of considerable repugnance : — “ If 
we should attain the stationary state, from which I trust wc arc 
far distant.” . . . 

But, in fact, if w'e are willing to dig a little beneath the surface, 
we find a considerable difference. The structure is more com- 
plicated, the possibilities of variation more numerous. In the 
Smithian conception, the rate of profit is the only 8upply7price 

* Prosumably tcrhnioal knowledge has rnasrul to grow. This, however, is 
an nsHiimption whidi was not elucidated until nnich lator. It is not until wo 
camo to Marshall and Clark that tho technical presiippositions of Static analysis 
aro thoroughly and clearly stated. 

2 Op, cit., pp. !)7-98. 

• See e.g. Works (Ed. McCulloch), pp. 59, 104, 120. There is an interesting 
passage in the Letters to Malthiis, p. 188, in which the distinction between 
stationarincss and stagnation is discussed. 
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which admits of any variation. And as we have seen, what 
variation there is here derives entirely from variations in the risk 
of investment. So far as wages are concerned the ultimate 
figure is more or less objectively determinate. It is a 'physiological 
subsistence level — ^the lowest wage which will keep the labourer 
alive and enable him to bring up a family. No doubt it will vary 
according to climate and the death-rate. But there is no sugges- 
tion that it may vary with varying psychological dispositions. 

But by the time Ricardo came to write his Principles, crudities 
of that sort were becoming a thing of the past so far as the inner 
circle of classical economists was concerned. The second edition 
of Malthus’ Essay on Population had made it plain that, if people 
wished, population could be kept within limits other than the 
limit of physiological subsistence. And the researches of Torrens ^ 
had shown that in fact the “ conventional subsistence wage 
varied greatly from country to country. And therefore, although 
in one or two parts of his work there is a harking -back to the idea 
of physiological subsistence wages, ^ in the main chapter on wages, 
Ricardo makes it clear that for him the “ natural wage is not 
so much a wage which enables the labourer to subsist and bring up 
the conventional family, as a wage which huluces him to do so. 
It is not a physiological so much as a psychological variable. 
He is clear that it varies from place to place and from time to 
time. And he hopes that by wise legislation this natural supply 
price of labour shall be pushed continually upwards. “ The 
friends of humanity cannot but wish that in all countries the 
labouring classes should have a taste for comforts and enjoy- 
numts. and that they should bo stimulated by all legal means in 
their exertion to procure them.'’^ 

All this means, of course, that at least one of the supply prices, 
the supply price of labour, is now recognised to be dependent on 
states of mind. Whatever the rigidity of the “ natural ” rate of 
profit, it is clear that in the Ricardian conception stationariness is 
conceivable at various natural ” levels of wages. There may be 
stationary equilibrium with a (relatively) large population and a 
low natural ” rate of wages. Or if the friends of humanity 
have had their way, it is possible that there may be stationary 
equilibrium with a (relatively) small population, and a high 
‘ ‘ natural ’ ’ level of wages. It means, therefore — although Ricardo 
did not recognise this — that the stationary state is robbed of many 

^ Eatay on the External ('om Trade, p. 68. 

• In the chapter on Gross and Not Revenue, for instance. 

• Principlea (MacCulloch's Ed.), p. 55. 
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of its terrors. According to the Smithian conception, the 
stationary state must be “ dull — to put it mildly. But accord- 
ing to Ricardo, as J. S. Mill pointed out in a celebrated passage, 
it need not be dull at all.^ It may all bo very pleasant and 
cultivated. 

5. In Mill’s work we got still further refinements. With 
Smith and Ricardo, as we have seen, if we exclude variations 
due to variations of risk, the supply price of capital is treated as 
more or less invariable. Mill does not explicitly introduce any 
refinement of this conception when he is dealing specifically with 
the stationary state, but, in the chapter on the increase of capital, 
it is quite clear that he has learned from John Rea the notion 
of a natural rate of profit which varies according to what Fisher 
would call the prevalent conditions of time: prcf(Tence, and what 
Rea called the effective desire of accumulation. Hence there 
is now the possibility of an infinite diversity of stationary equi- 
libria with natural wages anil profits at different levels. 

0. All these tendencies to improvement reacli vvlmt for our 
purpose wo may regard as a culminating point in the work of 
Marshall. As is well known, iMarshall had a certain aversion to 
the concept. Partly, I think, because of his temperamental dis- 
like of all extreme abstractions, partly because of a not very clearly 
formulated distrust ot certain appaiviitly similar conce]>ti(>ns 
which were being claliorated on the other side of the Atlantic. 
“ I cannot conceive,” he wrote to J. B. Clark, “ of a static state 
which resembles the real world closely enough to form a subject 
of profitable study. ... 1 could no more write one book about 
the statical state and another about the dynamical state than 1 
could write one book about a yacht moving three miles an hour 
through the water which was running against it and another 
about a yacht moving through still water at five mile.s an hour.” ^ 
Instead he preferred the less violent assumptions ” of what 
he said was “ not quite accurate^ called the st.atical method,” 
by which ” we fix our minds on some central point ; we suppose it 
for the time being to be reduced to a stationary state ; nn<l we then 
study in relation to it the forces that affect the things by which 
it is surrounded and any tendency there may be to equilibrium 
of the.se forces.” ^ 

^ Principles of Econoinira (AHhloy’s Kd.), pp. 248-75. 

* New Principlen of Political Economy (1834). * Mimotiah, p. 415. 

* Principles 5th od., p. 309. For nii ititf>rcHting diBouBBion of tlio coiitratt. 
between Marshall’s “ statical method ” and Clark’s “ static analysis ” bcc Opie, 
JJie Lehre von Quasirent und die MarshnUshen Lchnjihaude ^ Archiv fur Socml- 
wissenschaft, 13d. 60, pp. 251-79. I auppect Mr. Opie of the opiiiic n that the 
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Nevertheless, from time to time a stationary state does make 
its appearance in the Princt ples.^ Tt is employed (very tentatively, 
it is true) to demonstrate, the relationship (or perhaps the absence 
of a relationship) between real costs and cxp(;nses ot production. 
It appears again in certain versions of the j)reliniinary viev' of 
distribution, and I should be prepared to argue, in spite of Marshall 
himself, that it underlies much of what there is of validity in the 
results achieved by the “ statical method.” It is no doubt in one 
sense a much more attenuated instrument than the original 
conception. Smith thought the stationary state might actually 
arrive, that it had, in fact, ap]>eared in Cliina and othor ])lac('s. 
Marshall is quite clear that the stationary stat(‘ is a iietion, an 
analytical im.trument simply. Jhit the basic conception is there, 
and that, of c()urse, in a form wlioMi elTcctivencss is vastly 
enhanced by all Marsliall's own analytical improvements. There 
is no hjnger any doubt as to the variability of the various supply 
functions. There is no longer any (pa st ion of causal prt*-iuniueuce 
for any one factor in the total equilibrium. It is the stationary 
state of the classics lifted on to a imw plaru* of scientitic })recision. 

Ill 

1. Meauw'hile, theiH* was being developed, on the other side of 
the Atlantic, a method of analysis apparently similar to the one 
wh(.»se histoiy we liavt' l)een following. )>ut. in fact, in inijiortant 

av»‘rsi(m froiu n‘i»strat tion was u virtiio in in tlmt it in.'\<lo Ins 

fonst iMiftioi»rt niuro r«*n1ivti»’. P.'rsf’j.aay 1 ni* incliina tn xirno Unit in 

rnrlniii roiiiiot*tif)nH (Inrroasinj^ i .ij.) it was ri\<i*nn«ibli' f‘>v a a.oal <if 

cnnfusiDn. This is iwit t<* say tliat Clark .s stiitii- staff is siijn-rinr to 
Marshall’s statirnl inotliod, I'-nt rather tliat. a.s Rn^^(*.‘'tf(l hIjovo, tlie «:^a<ic^nar^' 
sfnto itsflf is .‘J'n])onor to (hf jn<»rf litnilfd foiifopl ions. 

^ To trni'o (ho slunK)wy apju'aniiifos, <li.sappfaraiu'i'.-i ancl rfiippoarancos of 
this famous fh-tif»n ' in thf varit'os » ditM»ns would doinaial a papor in itself, 
and 1 HuapOft if wouhl I'o well worth doinp. Wo shall never unvlerstand the real 
fligniaoniifO of tho Marshallian sj.stem until a runorurn edition of the Prinri]>ii/i 
ie puhli.shod. 'I'lio main seetion.s in whirli it i.s used relat«' to the eonneetioii 
hetw'ft'n real eosts and expenses of produrtion {r.tj. 3rd eri., p. 42.>, and Appendix 
H. para. 4, 6th (m 1., p. 810). and to tho eonception of normal price and the 
Hepresontni iv»' Finn [e.g. Cth o<l., p. .360 seq.). It appears also in earlier cditioiis 
i>f the Pnliminnrg /e of I )i.strihuii()n at the eoinmeneeinent of Uook \ I. 

Appendix 11 on the l.hnttotii>t\s of the of .sfotn'ol afi.'tuwption if} rtgnnl to 
iticrcnsi ng returns is v’ory important as an indication i>f Marshall s altitude with 
rej»ard to equilibrium analysis in j^eneral, and shows clearly, 1 think, the nature 
of tho step which has to he taken if the various disputes now (‘urrent with regard 
to tho law’s of returns are over to !>*• satisfaetorily set tied. I liopc* to r»?turn to this 
in another paper. 

» I am indehted to my friend. Illr. A. W. Stonier of ( hnst ( hnrd. frrFdi e 
very valuable coiiunents on this aspect of Marshall s system. 
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respects substantially different. To these developments we must 
now turn. 

The innovation derives from Mill. Wo have seen already 
that in his chapter on the stationary state Mill uses a conception 
not radically dissimilar from that of his predecessors. So too in 
other passages. But there is one X)a8sage which bears a different 
interpretation. It occurs at the commencement of the section on 
the influence of Progress.^ Mill is reviewing the earlier sections 
on production, distribution and value, and making plans, as it 
were, for future developments. 

“ The three preceding parts,’’ he says, “ include as detailed a 
view as our limits permit, of what, by a happy generalisation of a 
mathematical phrase, has been called the statics of the subject. 
We have surveyed the field of economic facts, and have examined 
how they stand related to one another as causes and effects : 
what circumstances determine the amount of production, of 
employment for labour, of capital and population : what laws 
regulate rent, profits and wages. . . . We have thus obtained a 
collective view' of the economic phenoni(‘na of society, considered 
as existing simultaneously. Wc have ascertained, to a certain 
extent, the principles of their interdependence, and when the 
state of some of the elements is known, w^e should now bo in a 
position to infer in a general way the contemporaneous state of 
most of the others. All this, however, has only put us in posses- 
sion of the . . . laws of a stationary and unchanging society. 
We have still to consider the economical condition of mankind as 
liable to change. . . . We have to consider what these changes 
arc: w'hat are their laws find wdiat their ultimate tendencies: 
thereby adding a theory of motion to our theory of equilibrium 
. . . the dynamics of political economy to the statics.” 

Now it is probable that, in writing this passage, Mill had 
nothing more in mind than the existing notion of the stationary 
state, and the difference botw^een the phenomena of such a state 
and the phenomena of a society which is still advancing. That 
at any rate is what seems to emerge from a study of the actual 
content of the subsequent chapters of the section. 

But it is clear that, taken apart from its general context, it is 
capable of another interpretation. Taken as it stands, it seems to 
say, ” We have studied what happens when the factors of produc- 
tion are constant. Now we must proceed to ask what causes 
their numbers to change.” That at least is suggested by the 


' Ashley’s Ed., p. 695. 
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passage, “ we have still to consider the condition of mankind as 
liable to change . . . we have to consider what these changes are 
and what are their laws.*’ In fact, as stated earlier in the passage, 
the laws of change in the numbers of the population and the 
Quantity of accumulated capital were considered in the first part 
of the book. But it is easy to sec how reading this passage, 
and being impressed perhaps by the verbal distinction, one might 
come to divide the statics and dynamics of the subject on this 
plan. The statics should deal with what happens when the factors 
are given. The dynamics, with the laws of change in the quantity 
of the factors. 

2. Whether this interpretation of Mill’s infUicnce be true or 
not, it was the plan actually followed by J. B. Clark in his cele- 
brated classification of static and dynamic phenomena in the 
opening chapters of The Distribution of Wenfth, And it is usually 
held that, in the matter of terminology at least, Clark’s debt to 
Mill is obvious. 

Clarlc reaches his conception of what he calls a static state by 
abstra(;ting the forces of social progress. “ In any given society,” 
he says,^ ” live generic changes are going on, every one of which 
reacts on the structure of society by changing the arrangements 
of that group system which it is the work of catallactics to study. 

1. Population is increasing. 

2. Capital is increasing. 

3. Methods of production are improving. 

4. The forms of industrial establishments are changing. 

5. The wants of consumers are multiplying.” 

The.se influences he thinks are to be calked dynamic. A world 
from which they were absent would be a static .state. 

To study this state, therefore, we must consider changes of 
this sort absent. “ We must in imagination sweep remorselessly 
from the field the whole set of influences that we have called 
dynamic. We shall . . . stop . . . evtuy one of the five organic 
changes that arc actually moving and relocating the economic 
agents. . . . Population and capital are treated as neither 
increasing nor diminishing . . . inventions arc not made, and 
processes of production do not change.” * 

3. Now at first sight a static state of this sort would appear 
to be exactly similar to the stationary state we find in the classics 
and in Marshall. And there can be no doubt that Clark thought 


' Diitribution of Wialtht p. 66. 


* Op. cit.. p. 71 aeq. 
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it to be similar. “ The term natural,” he says, ^ as used by 
elassical economists in coniieciiou with standards of wages and 
interest, was unconsciously employed as an equivalent of the term 
static. . . And again, ^ “ What the Ricai’dian theory uncon- 
sciously and imperfect ly accomplished was the separation of static 
from dynamic force n It was really studying a static world, l)ut 
it studied that world with no complete idea of its nature. Tlu re 
was not in the mind of any of these early writers any comu^ction 
of the two <listinet sets of forotvs that are really acting t(^getlu‘r; 
an<l there could therefore he no systematic plan for studying th(*m 
si.‘parately. In reality their ‘ natural ])ricc^ ’ were stcdic |)rices. 
'riicy were those to which an actual market would (conform if 
dynamic intluene<'S were wholly to c(‘ase. . . . Stop all increase 
of population and wealth . . . but let industry go on and perfect 
c'ompetition eoutinuc, and you l>ring the world into a stale in 
which the standaid theoretical prices will he the real ones.” 

ibit, plausible as this identilieatif)n may appear at first sight, 
it is, I belie\ •, completely mistaken. It is perfectly true tliat in 
both tlie C'larkiau and the classical construction the ((uanlities of 
the factors of production are constant. il-.A- and tliis is the 
fundamental difference winch it is dcMrcd h(‘r(' to (‘\hibit-- in the 
ortc. this co7h^iancy /,>• ihp coinJiiion of : //» <7n f>7/</*, it is 

fii)nj,hj one of the itsuHonfs of the et/ni/ihnifi/Of jn'oress. In the 
Clarkian state, poi)ulation and capital arc to be constant — tin y ar(‘ 
not nihmtd to vary. In the classical coixst met ions, population and 
capital arc constant, but this is becau'^e, together with wages and 
interest, etc., they liave reached a ])osition of rest, ^"ou can no 
more say of such a coustruetiun that wag(‘s a?id interest are con- 
stant because population and cajatal are constant, than you can 
.'^ay that })opiilatiou and caj)ital are constant because* wage's and 
interest are constant. All that yon can say is that, owing to 
absence of change* of consumers’ ele*niaad and knenvledge ed tlie 
technique ejf ])roduelion on the one lianebor fundiinie*utal ediange 
in the human ejr inat(*rial equipment of ]>joduction on tlie other." 
a position of rest has been rea(die*d. 1’he Marshallian aiiale)gy of 
the balls in th(3 bowl was elesigned e.\pre‘ssly te) e*lucielal(* tliis 
coiu.e])tjon. 

^ JJlsfn'hittion of H'fullh, j). vi. * Ibid., p. «)!). 

“ Tliis rathor awJcward lia.s huen <hosf>ii in (ihIit to iniiKo it c K nr 

that anytliio^ like* oxluui.stioii of ininorai if-Hources im.ht ho oxrluclfd fn io th<' 
strict r orif oj»tioM of stafioriiiry ecpiiJihriiiin. I niii not suro tliat it is ul\\ayH fully 
realise'd that this is tho onso. A conception of oipiilibriuin that is to bo fully 
realistic rn'itsf. be a r*oior*|)l ion of rimvin^ ffpiilibriiiin. Ihit this docs not inako 
tho roniotor ciin.struetir.n any loss cohm niciit as a tii>t approxin atic ii. 
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There is one passage iu the DiMribuiion of W eallli in which 
Clark appears to cont<‘inplaic this Jiyy:)othesis. In this j)nssage ^ 
he allows that the fixed condition ” eajulMl. assnnied in static 
analysis, “ cannot exist . . . unless the motive for saving some- 
thing from incomes is not e(pial to the motiv(‘ for spending it. 
In the static state there is no ahstiruaicc'. or creation of new 
capital, because, with the capital now on liand. men \\oii!d los(‘ 
more by foregoing ph‘asur(‘ and making th(*ir final hirg(‘r than they 
would gain by doing so." This pa.ssagc is ini])oi la!it. It sliows 
that on essentials th(‘re is no difference of o])iiiion as to facts — 
that is to say, teiuh ncies operative in the real world — between the 
Clarkian and the non classical tradition. Ibit it canu(>t be held to 
vitiate the interpretation which has just Ix't n given of tfie general 
Clarkian conce]^ti(»n of static laws and .Ntati(‘ conditions hVa* in 
hi.-* verv next sent(‘!ic(‘ (dark go(‘s on to say that “ tlie whok* sub- 
ject of creating capital Ixdongs to t}i(‘ dynamic division of the 
science' of economics. ' Now it should Ix' almndautly clear that 
if as a matter of hypothesis you st<»j) teaideneic'^ to clnuige otJier 
ihttn those assvwrd In b( hi the f(oin of tin s and 

dnnand functions , then capital creation and ]>opiilation may go on 
for some tim<‘ Ix'forc stationary coiulitioTis in tlie classical <ense are 
ultimately attained. At any given time*, if you stoj) tin* creation 
of capital and th(‘ i{mr('a<<‘ of population (demand Ix'ing assumed 
constant), tJien static e(pnlihrium in the Clarkian sense is only so 
far distant as econornie friction delays it. But if you mc*rely stop 
idtimate ehangt's of tasti* and leehnicyiu'. then, if the elh.'ctive 
d<*siri* of aceiimidat i(»n is of ii certain older, capital iiirrca.'^e (to 
say nothing of the increa<(* population -) may go on for an 
idmost iniinilely h»ng {leriod. 

Moreover, the whole ireatment of tlu' rest of the hook is at 
variaiure witli this particular passage. Again an<l again we are 
told tliat we must stop in imagination tlu' growth of yiopulation 
and tlu^ increase c'f capital if we are to he in a posit i(‘n to examine 
tlie working of static law s. Ibit, of course, if you assume stationary 
conditions as Marshall and the classics assumed them, this degiee 
of hypothetical violence is unnecessary. All that is necessary is 
that technique and demand of all kinds (including demand foi 
income in terms of effort and abstiiu'iice) shall remain unchanged, 
and, if exhaustible natural resources are not emyikned, the 

' Op. cit.f p. i:u>. 1*1,0 

> In tho rln.ssirHl niul Mnrsluillinn . onstnirtions t)u*ro i.s siii^powU to no 

functioniil connootion l>ot\v»*on \v1\s40s >c.nl t^io ]TiMlui t n ni - 

inattor for Uisputi' liovv I'ar surh a supposition is jusiiiiuMo. 
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stationariness desired will then arrive as part of the general 
equilibrium. This is perfectly clear from the Marshallian treat- 
ment. It is no less implied by the constructions of his predecessors . 
It was the absence of improvements which characterised the 
stationary state of Ricardo.^ 

Finally, in this connection, we may appeal to Clark’s own 
criterion of static conditions. “ The absence of any flow of labour 
or of capital from one group to another is the sure outward sign,” 
he says, ‘‘ of the static condition.” ^ Is not this insistence on 
what ma}" be called Ixorizontal adjustment according to demand 
for different commodities, rather than on such adjustment com- 
hined with what may be called vertical adjustment according to 
demand for income from work and abstinence, proof sufficient 
of the contention here urged ? It is impossible to conceive that 
one who held consistently the view that a stationary state of 
population was a result rather than a pre-established condition 
of the stationary equilibrium he was contemplating would have 
failed to mention it at this juncture. Of course it could be argued 
that stationariness at any one point implies stationariness at any 
other, so that stationariness between groups is as good an index of 
stationary equilibrium in its fullest sense as stationariness in the 
total quantities of factors of jxroduction and stationariness between 
groups. And up to a point that argument might be sustained. 
But it can scarcely be adduced in the interpretation of one who 
has insisted that, in order to study static conditions, we must 
keep constant the supply of factors, and watch the resulting 
equilibrium 


IV 

1. If this analysis of the position be correct, then we must 
recognise not one general class of “ static states ” and “ static 
laws,” but two ; the classical conception in which the condition 
of stationariness is the resultant of the balancing of forces tending 
to change, and the Clarkian in which the factors of production are 
stationary by hypothesis, and equilibrium is attained within these 

^ Mill in an incautious inomout augfi^ested that improvements might coiitiiuio 
in a stationary state. Of course if stationary state is used to designate n^orely a 
community where ]>opulation has ceased to grow, this is true. But if it is used 
in the technical sense we are discussing it is highly improbable. It would bo an 
odd series of inventions which had no influence on the supply of savings. 

* Op. cit., p. 400. 

* It could bo argued further that unless the interpretation of Clark given 
above is correct, Clark’s static laws of wages, etc. are wrong. If supply is not 
fixed it is false to say that wages are determined by marginal productivity. 
But on all this see below. 
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conditions. Both rule out inventions and fundamental changes 
in nature and human beings. But the one admits the possibility 
of variations of labour and capital, the other excludes these by 
definition. In an ultimate classification of course the Clarkian 
conception can be regarded as a limiting case of the wider concept 
— tlie supply curves of capital and labour exhibiting absolute 
inelasticity. But it is clear that this is not how it is conceived 
b}'^ its inventor. 

Now in a matter of abstractions of this sort there is no ques- 
tion of rightness or wrongness. If Clark chooses to assume that 
labour and capital do not increase, and if he calls the description 
of what happens under such circumstances, static analysis, we 
cannot gainsay him. In judging such constructions wc do not ask 
whether they are right or wrong — that is a question which is only 
relevant to the logic of the subsequent inferences : we ask only 
whether they arc appropriate. 

In fact, of course, each construction is appropriate for particular 
stages of analysis. It is convenient for some purposes to suppose 
that the supplies of the ultimate factors are given. For other 
purposes it is more convenient to assume that they have a certain 
flexibility. If we wish to study the short period effects of a 
change in technique, e.g., the Clarkian hypothesis is sufficient. 
If wc wish to take account of the subtler but more far-reaching 
effects ov(»r tinu*, we do widl to have recourse to the wider con- 
ception. The modern economist with even the most fleeting 
acquaintance with tlie mathematical theory of equilibrium, will 
recognise in the two constructions we have been examining, not 
competing ahMraciiuns^ but successive stages of exposition. 

None the less it is fundamentally important that they should 
be kept apart, that the difference should be clearly shown and its 
implications fully realised. We have seen already, in discussing 
the significance of the two hypotheses as regards the distance in 
time from the ultimate equilibrium of any given disequilibrium, 
how vast this difference may be. Wc see it still more vividly 
if we survey a few of the more prominent controversies of modern 
times in which the distinction has not been clearly recognised. 
It is arguable, I think, that most of the more respectable disputes 
of the past hundred years have arisen just because of a failure on 
the part of the disputants to define clearly their ultimate assump- 
tions with regard to the conditions of equilibrium. 

2. We may take as our first example the celebrated disputes 
of the ’nineties and the first ten years of this century concerning 
the ultimate nature of real costs. Are the forces limiting the 
No. 158. — VOL. XL. 
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supply of particular commodities to be regarded as being of the 
same order as the forces limiting demand ? Or arc we to admit 
elements of real costs which are not of this nature ? Are all costs 
ultimately resolvable into foregone products, or arc labour-pain 
and abstinence to be regarded as ultimate ? Here there was a 
battle of the giants : on the one side Marshall and Edgeworth, 
on the other the groat Austrians, together with Wicksteed and some 
of the Americans.! 

Now T am far from arguing that there was nothing but mis- 
understanding in this controversy. No doubt it ditl bring to light 
fundamental difHculties in the old doctrine of rc-al costs, and pave 
the way for the now almost universal recognition that c^ven when 
disutilities are taken into aecount they are ultimately to be 
regarded as being the pull of foregone leisuie or foregone present 
income - opportunity costs rather than disutilities in the sense of 
the old liedonistic calculus.- Hut, surveycal from the calm distance 
of a quarter of a c(Miturv, it is abundantly clear tliat the main 
difference of opinion arose not so much from a difference of opinion 
as to the totality of forces operative in the economic? system, hut 
from a failure on the part of the participants to perceive that each 
was adopting a different assum])tion with regard to the* conditions 
of equilibrium. As we have* seen. Marshall did not greatly favour 
the use of the ( larkian tiu'ininology, and the gre^at Austrians Wieser 
and Bohm-Bawerk were writing before it had been made known 
by Schumpeter to continental circle s. But close? c.^aminaticMi of 
their respective work reveals precisely the diff’erenee of assumption 
w’e have been, exaininii'.g. ]\IarshalI and Edgeworth were assum- 
ing the Huidiey eff supply c)f capital and labour which was charac- 
teristic of the elassicial (‘{mception of (‘quilihrium. Biffun-Bawerk 
and Wieser were assuming the fixity of sii])])ly whi(?h is the* 
assumption of the? Clarkiau statics, (irantisl this initial difference 
of assumptiem, the conclusions wore hound to 1 m' different. If 


* Soo, ^.7., Ivl^'O’vnrfirs n-view of Hr-liio-Hawcrk'.s PoaStitu Throrjf of ('apitol 
(Papers relating to Politiral Kronomy, III); Uohni-JJawf'rk, ])f'r Lf'tzfr Masatnh 
flid Guterwertta, Gcfinrninclte Scliriften, pp. 4<M TO; D. I. Grren, J*ain (’oaf and 
Opportunity (.'oat (Q.J.J^ V'ol. VIll p, 218); iJavenport, ['ahif and Distribution ; 
WicksteeU, Cornmonaf nae of Politirnl Economy^ C'hnptf^r IX. 

* .Mr. Ife.ndprHon’a Supply i%nd Df-mand may l>o roganlcMl as indicating tlio 
dofinito abandonment of the old abHohito com-eption of real costs. Professor 
Pigou’s treatment of the Pn'al Costs of War {Polliind Prononiy of War^ Chapter 
III) also follows tbo Austrian comrjttion. Hut Mr. Tleiiderson riocs not show 
very clearly how, if the supply of ra[)ital and labour an? to bo taken ns variable, 
the ro.si.stanens are to bo worked into tlio opportmuty cost concept. Tbi.s, I 
think, has been more satisfactorily worked out by Professor Kniglit. 
Uncertainty and Profdy Chapter 111.) 
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the supply of factors is fixed, “ disutility,” whether conceived in 
the terms of old-fashioned hedonism or in the more modern sense 
of displaced resistances, is simply a matter of foregone jnodiicts. 
If, however, flexible supplies are contemplated, clearly it has a 
wider significance. Wo tend to regard it as foregone leisure in 
the case of work, foregone income in the present in the case of 
the use of capital, whereas Marshall and Edgeworth were still 
thinking in terms of something more absolute ; but the contrast 
with the narrower hypothesis is the same. Eventually this came 
to light,^ but not before much ink had been wasted. 

3. Secomlly, we may take certain disputes concerning the 
theory of wages. Clark, as is well known, asserted that in a state 
of pure competition, wages are determined by final productivity. 
Others, recollecting the variability of labour supply, have insisted 
that, since until the form of the .supply function is known one 
cannot tell what productivity is to be regarded as final, this cannot 
be admitted. Wages measure or express final productivity, but 
the process of determination is multiple. Of course these objec- 
tions are fully justified in so far as the Clarkian theory pretends to 
be a complete explanation of wage determination. But in so far 
as Clark is merely asserting what would happen in his static state 
they miss the iRiint. In the Clarkian state the supply of labour 
is given. There is no need to elaborate this point at length, as 
it is well known. Carver dealt with this limitation of the pro- 
ductivity theory at a very early stage,- and Mr. Dobb has a very 
elegant discussion of the same matter in his recent work on 
Wages 

4. Thirdly, W'c may take the age-long controversies concern- 
ing rent and cost. In what sense, if any, is it true to say that 
rent does not enter into cost of production ? Here, too. we have 
a case in which much of the controvers}’ of recent years is seen to 
depend on the last analysis upon differences of hypothetical con- 
struction rather than differences of actual logic.* 

If w'e are considering a state of equilibrium in which the total 
supplies of the factors of production arc fixed by hypothesis — 

' Sco Edgeworth. “Bohm-Bawork on the Ultimnto Stamianl of Value" rn 

rdafing to Political Economy, 111. ]>p. 50-64). 

* Carver Distribution of Wealth, pp. 134-1S4. 

® Dobb, Wages (Chapters IV oml V). 

* Of course this is not the whole story. It would bo hani to rontond tliat all 
who havo supported the proposition have boon alivo to tlie ooiisidcratioii re- 
garding tho reversibility of the rent analysis n<ld\u ed by Clark and W ickstood, 
or that all who have opposed it have iindor.stood the iinpli< ation.s of tho i<lea of 
the intonsivo margin. But wo aro dealing hero with tho tlilTeronees of opinion 
of really capable eoononnsts ! 
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the Clarkiau static state — ^then clearly rent has the same relation 
to price as any other income. It is true that if we go to the 
rentless margin we can say that rent does not “ enter into ” cost 
there. But it is equally true that if we go to the wageless margin 
we can say that wages do not “ enter into cost there. But 
this is a mere tautology, and, of course, proves nothing. In the 
conditions here contemplated, costs are obviously the outlays 
which have to be made in order to secure the use of the factors 
of production for the production of this commodity rather than 
for the production of that. Neither from the point of view of the 
entrepreneur, nor from the point of view of society, is there any 
reason to regard payment for “ land,*' in the Ricardian sense, as 
being on a footing different from the payment for other agents. 

And, so far as the point of view of the entrepreneur is con- 
cerned, this is still true when we turn to contemplate the 
phenomena of a stationary equilibrium, in which the supplies of 
the technically variable agents are free to vary — the stationary 
state of the classics. It was Marshall himself who insisted that 
“ land is but a particular form of capital from the point of view 
of the individual producer. The question whether a farmer has 
carried his cultivation of a particular piece of land as far as he 
profitably can, and whether he should try to force more from 
it or to take in another piece of land, is of the same kind as the 
question whether he should buy a new plough or try to get a 
little more work out of his present stock of ploughs. . . ^ 

But from the point of view of society there is this difference 
between the payments m«ade for the use of Ricardian “ land ’* 
and agents in fixed supply in general, and payments for the use of 
factors in flexible supply, that we must assume that, if prices 
were different, the supplies of the flexible factors would be different ; 
but we need not make any such assumptions about the supply of 
the fi.xed factors. By definition their supply would be unaltered. 
It is still undesirable to say that rent does not form part of cost. 
But in the sense in which cost is to bo interpreted as the price of 
keeping supply constant, there is significance of a sort in the 
Ricardian proposition that rent docs not “ enter into ** this con- 
ception. “ Rent in the Ricardian sense is still a transfer expense. 
Other costs are stationary supply prices. It was clearly recognition 
of this which led Marshall to remark that “ it is wisest not to say 
that rent does not enter into cost of production, for that will 
confuse many people. But it is wicked to say that rent does enter 
iiito cost of production, because that is sure to be applied in such 

' Principlett (8th cd.), p. 430. 
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a way as to lead to the denial of subtle truths which, in spite of 
their being subtle, are of the very highest importance scientifically, 
and also in relation to the practical well-being of the world.” ^ 

It is improbable that at the present day there would be found 
many economists who would regard it as “ wicked ” to say that 
rent does enter into costs of production. But it is true that, if we 
are eontemplating a stationary equilibrium of the kind conceived 
by the classics, the proposition that it does not, does imply, even 
if it does not state correctly, subtle truths which we should be 
ill advised to lose sight of. And it is significant that those who 
have urged most strongly for its retention have been those who 
have learnt their analysis from classical sources whereas those 
who have opposed it have been very largely under the influence 
of Clark. 

5. Finally, we may take a case of more recent interest — the 
dynamic theory of interest propounded by Professor Schumpeter. 
This is a theory which, in my view, is quite definitely wrong. It 
cannot bo salvaged by making its assumptions more explicit. 
Nevertheless, it seems possible that the ambiguity we have been 
examining may bo responsible for what seems to be the flaw in 
Professor Schumpeter’s reasoning. 

Tho theory may bo summarised in two propositions.® The 
first is negative. Under static conditions, says Schumpeter, there 
can be no interest. All costs are to be imputed back to the two 
ultimate factors of production, Labour and J^and. All incomes, 
therefore, arc cither wages or “ rent.” There is no third class 
of static incomes. It follows — and this is the second and positive 
proposition — that interest must be a dynamic income. It emerges 
only when conditions are changing, and if change were to cease 
it would disappear. Clark urged that profit was essentially a 
dynamic surplus; Schumpeter goes one further and urges that 
the same is true of interest. 

Now, there are certain features of Schumpeter s theory witli 
w'hich agreement is possible. We may agree, for instance, that in 
periods of change there arc operative certain frictions which may 

* Memorials, p. 430. 

* It is naturally not possible to provide a coinplelo nrrount of I rofessor 
Sohumpotor’s theory hero. I hope to do Ihl^ on some futi.ro occasion. Ihis 
part of his work is not as well known ns it should bo to lMigli<?h readers, ant 
although I believe his theory of interest to be wrong, it i« vronp, I beIic^e, in a 
way which has positive signiBcanco. Certainly no one can read either the U 
nnd HauptinhaU dcr Theoretische Nalionalokommie or the Thcorte der » oY- 
9chajtliche Entwicklung without fooling that his outlook on rortain parts of eco- 
nomio analysis can never be quite the same again. For a thoroug exposi ion 
of the theory in question these two works must bo consulted. 
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result ill more saving being imposed on the community than would 
have been undertaken voluntarily if these frictions had not been 
operative. On tliis point Mr. Robertson’s analysis remorselessly 
drives homo one of the main contentions of the Schumpeterian 
theory of development. We may julmit, too, that in so far as 
interest is defined as tlic yield of new capital in the sense of net 
additions to the social stock, it is a phenomenon which will be 
absent from any conception of static conditions, for, by definition, 
capital is not increasing. 

But in so far as interest is conserved not as a payment for 
now accumulation, but as a net return {reinerlrag) to produced 
moans of product ion ( profhdizicrte prod vki io'nsmittdn) — and , 
in spite of some ambiguities, this is, I think, the interpretation 
which Schumpeter would have us put on the negative part of his 
theory — the theory does not seem to be acceptable. So long 
as we assume private property and exchange it is difficult to 
conceive a static state in which there exists produced means of 
production which earn no net income. Why should labour and 
the use of material factors be devoted to the maintenance of the 
produced means of production if no net remuneration is forth- 
coming ? It is when we encounter a theory of this sort that wc 
realise the unassailable core of truth underlying the old abstinence 
tlieory. 

But wliy should Schumpeter have propounded such a theory ? 

Partly, no doubt, because of a s<*iise of the practical import- 
ance of elements of transitory gain in the determination of actual 
rates of interest. This I should be inclined to say is the element 
of truth in the background. But partly, I think, because of a 
curious misunderstanding of the Clarkian analysi.s and a reliance 
upon the Clarkian construction in a way which prevents recognition 
of the existence of “ static tendencies ” in the wider sense of 
this term. Schumpeter's debt to Clark in this matter is obvious. 
He adopts the terminology. He bases his initial discussion of 
development on Clark’s five-fold classification. And if this 
diagnosis is correct, in the last analysis, it is the rigidity of the 
.supply of capital in the Clarkian construction which blinds him 
to the nature of the forces making for the emergence of interest 
under conditions which are not dynamic. 

We can see this quite clearly if we look closely at his argument 
in the first chapter of the Entwicklung. There is no abstinence in 
the static state, he argues, following a passage of Clark’s which 
wo have already examined.^ And, as we have seen, if abstinence 

* Fnttvicklung, p. 48. 
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is to be regarded merely as that degree of refraining from present 
consumption which gives rise to net addition to the supply of 
capital, we can agree with him. But if abstinence is to be 
regarded, not only as a refusal to consume in the present in 
order that the sources of future income may be enlarged, but 
also as a refusal to enhance one’s consumption now in order 
that the income of the future may not be depleted, then it 
seems to me that ho is at fault and the Clarkian terminology 
is misleading.^ But Schumpeter has foreseen some such 
objection as this, and he proceeds to argue that under static 
conditions there is no reason to alter the distribution of one’s 
income through time. Given constant needs, he argues, as 
others have argued before him,^ the maximum satisfaction 
will be attained by a constant flow through time, louder sucli 
conditions, to encroach upon capital, now, to enhance the income 
of the present at the expense of the income of the future, would 
be folly. The gain now does not counterbalance the los.s then. 
The argument is valid, but it does not prove that interest is 
absent wdxen conditions are not changing. On the contrary, it 
is the most important part of the case for the \iew that there 
must be interest in such circumstances. For if there were no yield 
to the nse of capital (no reinertra^) there would be no reof^on to refrain 
from coihsiming it. If produced means of production arc not 
productive of a net product, why devote resources to maintain- 
ing them when these resources might be devoted to providing 
present enjoyment i One would not have one's cake rather than 
eat it, if there were no gain to be derived from having it. It is, 
in short, an interest rate, which, other things being given, keeps 
the stationary state stationary — the rate at which it does not pay 
to turn income into capital or capital into income. If interest 
were to disappear the stationary state xvould cease to be stationary. 
Schumpeter can argue that no rtccumulation will bo made once 
stationary equilibrium has been attained. But he is not entitled 
to argue that there will be no Accumulation unless he admits the 
existence of interest. 

What has happened, I think, is this. Schumpeter has based 
his static analysis upon (^"larkian constructions in whicrh the supply 
of capital is held rigid. Then when he comes to argue that there 
is no interest unless there is dynamic change, ignoring the fact 

* Clark hiinsplf, of courso, hold a productivity theory of interest. Wo hnvo 
seen that in this one passage ho correctly formulates tlic conditions of stationary 
pquilibriuin in the wider sense. 

* B.g. Landry, whoso du ('npitnl is in innny unys flic best tronfinrnt 

of this important subjfsct. 



214 


THK ECONOMIC JOURNAL 


[JUNE 1930 


that a wider conception of stationary equilibrium is possible, he is 
blind to the consideration that if things are free to move, station- 
ariness depends inter alia upon the interest payment being at a 
certain level. Such an intcrj)retatioii may seem fantastic. Yet 
it is the only reason I am able to conceive for his apparent unaware- 
ness of the significance of the possibility of decumulation.' It is 
no accident, I suggest, that when he is discussing the distribution 
of income over time, he chooses a case where the possibility of 
decumulation in a straightforward way is absent — the income of 
a pensioner of the state ! ^ 

* There ia one passage in the Entwichlung (p. 4S) in which Schumpeter admits 
the possibiJitj’ of abstinence in the sense of refraining from deciimiilation, but 
lie briiahes it aside as irrelevant to his construction : “Von Abstinenzun sinne 
von Nichtkonsuinption der Krtragsquellen kaun — nicht die Rede sein, weil cs 
unter uneom Voranwetzungon nndre Ertragsquellon als arbeit und Boden nicht 
qift.'’ I confess I find this incomprehensible. Either there exist “produced 
means of production,” or there do not. If they exist, then, if they are to bo 
maintained, other factors of production must provide for their maintenance, aiul 
der'umulation will consist in using these factors for making provision for j)re.‘ cnt 
enjoyment. Or they do not exist, in which ease to deny the existence of a return 
to thorn is merely tautologous an<l proves nothing whatever. To state dog- 
matically that “arbeit und Boden ” are the only “ Krtragsquellen ” in any static 
conditions is, of course, to bog the question completely. 

* It might bo argued — I do not think it would bo argued thus by Schumpeter 
himself, but it might occur to readers unncquainti’d with his actual theorem- - 
that all he is denying is the existence of interest in what have been hero called 
f'larkian conditions. I do not think that this would save the theory ( Professor 
Knight has show'ii that ov(*n under such conditions a rate of capitalisation is 
implicit : liisk^ Uncertainty and Prafit, pp. J29-140), but in any case the interpre- 
tation cannot bo accepted. Schumpeter’s main contention is the positive one 
that interest is only coiucivablo under dynamic changing conditions. If the 
argument outlined above is correct, a rate of interest would exist if there were 
no change in the economic system but the factors were free to vary. Siarh a state 
of affairs, the stationary .state of the classics, <*annot by the wildest stretch of 
terminology bo described as dynnriiic ! 

Lionel Robbins 

London School of Economics, 

April 1930. 



EDGEWORTH, MARSHALL, AND THE INDETERMINATE- 
NESS OF WAGES 


The introduction of mathematiccal methods has been on the 
whole very beneficial to economic theory. Without their assist- 
ance the modern theory of value could never have been con- 
structed, and, in particular, those parts of it which deal with 
monopoly and imperfect competition must have remained in a 
nebulous state and could not oven have attained that degree of 
lucidity which they possess at present. But with respect to the 
theory of w'ages, mathematics has spread almost as much darkness 
as light. It has facilitated the construction of a theory of bi- 
lateral monopoly, so essential to an understanding of the economics 
of collective bargaining ; but, on the other hand, it has wrapped 
the determination of wages under competition in a web of 
obscurity, by distracting attention from the significant factors in 
the problem, and concentrating on ultra-theoretical i>oints of 
which the importance in actual practice is very questionable. 
What is worse, the mathematical theorists, after raising these 
special dilTicultics, have not completely cleared them up. They 
remain for the theory of wages a very disturbing skeleton; if 
the theory is to make any further progress, it seems highly 
desirable that they should be faced. 

By far the most im])ortant a]}pIicatioiis of mathematics to the 
theory of wages are those made by kklge worth and Marshall. 
Edgeworth’s discussion (in Maihcvmiical Psychics) is formally 
mathematical; Marshall’s (in the Principhs) is presented in a 
non-mathematieal form, but is mathematical in essence. Both 
writers conclude from their investigations (though for different 
reasons) that there is a degree of indeterminatencss, or arbitrari- 
ness, about the fixing of wages — even when combination is 
absent. Such a contention is obviou'ily important, since it seems 
to imply that (at any rate in the short x>eriod) wages might be 
different from what they are without any effect on the demand or 
supply of labour, and therefore without any derangement of the 
economic system. 

That combination normally introduces an element of in- 
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do tormina tenoss is a generally accepted conclusion; it is not 
questioned here. This discussion will therefore bo confined to 
conditions where Trade Unionism and Employers’ Association 
are absent. 

T 

Edgeworth stated his theory in a form at once so mathe- 
matical and so utilitarian that it is no wonder if Maihemniical 
Psychics has found fewer readtTs than it deserves. If the nature 
of its arguments is to be duly appreciated, a translation into 
less formidable language seems to be mvossary before we can 
embark on criticism. 

A considerable ])art of the book is taken uji with discussions 
of wages and labour, but it is quite clear that it was not written 
in order to examine these problems. It was written as a general 
defence of the mathematical method in economics, and defence 
is justified by demonstration. It naturally falls, therefore, into 
three parbs : one containing the general defence, and the other 
two containing treatments of two selected economic problems 
by the mathematical method. One of these problems is that of 
value (economical calculus he calls it); the other is that of 
economic welfare (utilitarian calculus). 

Edgeworth's investigations in the theory of value have 
naturally more interest to-day than his discussions of economic 
welfare - his wanderings in that twilight land where “each and 
all tend to maximum universal utility.’’ 'J'he theory of value is 
treated by him in a thoroughly modern way, by studying the 
conditions under which a market arrives at e([uilibrium. On the 
whole, his theory of value stands ; and if the applications to the 
theory of wages were valid then, they are valid now. Hut how 
far are they valid ? 

Edgeworth conceived the ])roblern of value as being funda- 
mentally a problem of the determinateness of equilibrium. His 
answer to the ([uestion, “ How far is contract indeterminate 1 ’’ 
is the key to this second part of the book. “ The general answer 
is, (a) Contract without competition is indeterminate ; (fi) Con- 
tract with perfect competition is ])erfectly determinate; (y) Con- 
tract with more or less perfc‘ct comj)ctition is less or more indeter- 
minate.” The second part is, in fact, taken up with proving this 
proposition, and with defining the conditions necessary for perfect 
competition. 

But just wliat did Edgeworth mean by indeterminatencss ? 
On this crucial point there has been a great deal of inisunder- 
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standing. It was the centre of the great controversy with 
Marshall, or at any rate it appeared to bo. And in other ways 
it has raised difficulties. Nevertheless, up to a point, the mean- 
ing is quite plain. Contract is indeterminate when the general 
conditions of free exchange — that each party is seeking to better 
himself by the bargain, and that the terms of the contract are 
agreed on by the free consent of both parties — do not suffice to 
determine the terms of the contract and to ensure that one 
particular rate of exchange will inevitably bo arrived at. 

Where competition is absent, this is clearly the normal case. 
If two isolated persons are considering the terms of a bargain to 
bo arranged bctw'ccn them, there will gcnerially be a wide variety 
of different terms, any one of which would bo accepted by both 
parties in preference to foregoing the transaction altogether. 
But among these sets of terms, some will bo unstable. If by 
some chance one of these unstable contracts is agreed on (for it 
could be agreed on, being by definition acceptable to both 
parties), it will nevertheless be to the interest of both parties to 
revise it. Suppose that our two persons are an employer and a 
workman agreeing on the terms of a day’s employment. Many 
different combinations of wages and hours would probably be 
agreeable to both parties if there seemed no alternative but a 
breakdown of the contract. But if the terms proposed involved 
long hours and liigh wages, it is obvious that a revision in the 
direction of shorter hours and lower wages might suit both the 
workman and the employer. »Similarly, some combinations of 
short hours and low wages would bo unstable. But although a 
considerable number of the agreements which appear t)ossible 
at first sight thus prove unstable, we cannot be sure that any 
particular set of terms will be the inevitable outcome of the 
bargaining. If the employer bluffs successfully, he may induce 
the workman to come at low^ wages, and to w^ork such long hours 
that it is not worth his while to offer to w'ork longer as a means 
to make more. But if his bluff is less successful, hours may be 
shorter and wages higher, while both agreements give a stable 
equilibrium. The formal conditions of the market do not suffice 
to establish the terms; they are fixed by “ wiiat has been called 
the Art of Bargaining — higgling dodges and designing obstinp'^y, 
and other incalculable and often disreputable accidents.’’ ^ 

^ Mathemaiical Paychirs, p. 46. It inny bo observed, as a deduflion from 
tills argument, that the possiblo terms of slMe oquilibriuin can bo arrangec in 
an ordered sequence. As wo prococtl along this sequence, tJio terms bocomo 
successively less favourable to the oinployer and more favourable to the work* 
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It has been necessary to repeat so much of the familiar theory 
of bilateral monopoly in order to elucidate the exact meaning 
given to “ indeterminatcncss ” by Edgeworth. But this is all 
fairly well accepted doctrine; its application to wage-theory is 
important in the highest degree. For we have only to substitute 
combinations for the isolated bargainers of the above example, 
and we have the germ of the modern theory of Collective Bar- 
gaining.^ In this precise sense of Edgeworth’s, the bargain 
between Trade Union and Employers* Association is indeter- 
minate ; a number of different agreements are possible, each of 
which is stable and cannot be disturbed by the free action of both 
parties endeavouring to improve their positions. Only by means 
of threats and “ bargaining technique ” can one party induce the 
other to agree to a settlement more favourable to it and less 
favourable to the other. Kcasons can, of course be found even 
in this case, why a particular agreement was arrived at ; but an 
additional set of data is required. From the standpoint of the 
forces which are sufficient to determine equilibrium in a com- 
petitive market, the bargain between two monoi)olists is inde- 
terminate. 

Edgeworth passes on from his discussion of bilateral nionoj^oly 
to examine the problem of equilibrium under eonipetition. Per- 
fect competition, ho holds, in complete agreement with the 
common view, is perfectly determinate; but the conditions for 
perfect competition are more complex than is commonly supposed. 
If any of these conditions is not fulfilled, contract is not i)erfcctly 
determinate, and there is a range (though often a very narrow 
range) of different values at any of which the market can reach 
equilibrium. 

The first of these necessary conditions is free communication 
throughout the market. Edgeworth states this condition, but 
he says very little about it, rather unfortunately. His reason for 
preferring special treatment of the other conditions was that they 
are “ peculiarly favourable to mathematical calculation.” Doubt- 
less true — but it is an omission that must be remembered when 
applying Edgeworth’s conclusions to general theory. 

It is the other four conditions to which ho draws special 

man; or vice versa, for tho contrary direction. Therefore, so long as we are 
concerned with stable agreements, there is a definite relation between wages and 
hours in a free market. In Edgeworth's terminology, every point of sottloincnt 
must lie on tho “ contract curve.’* 

^ There are, of course, dilTeronces. Bargaining associations proceed by way 
of supply and demand curves, not by “ contract curves ** (cf. Bowley, Mathe- 
nuUical Groundwork, p. 8). 
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attention ; and indeed the discussion of them is one of the central 
parts of the whole book. They are : 


(1) The number of buyers and sellers must be indefinitely 
large. 

(2) Each individual must be free to contract with an 
indefinite number of others at the same time. It follows 
from this condition that the things exchanged must be 
divisilde to an unlimited extent — a more familiar condition, 
but one which has not the same range of implication as 
Edgeworth’s. 

(3) There must be no combination, i.e. no individual 
need seek the consent of other individuals before entering 
into a contract, but seeks on his own to better himself. 

(4) There must be no association wherebj^ groups of 
persons agree only to enter iipon contracts simultaneously. 


The third and fourth of these conditions have been excluded 
from this discussion, but wc arc concerned with the first and 
second. Tho following is the argument by which Jidgeworth 
shows that they are nc(H*ssarv for determinate equilibrium. 

He has disposed of the case of a simple monopolistic market, 
with one buyer and one seller, and he next proceeds to pass over 
from monopoly to comi)etition by introducing more persons on 
to tho market. The most instructive case is that in which there 
are tw'o buyers and tw^o sellers. Under these circumstances, 
how will equilibrium be determined ? 

In tho first i)lace, it is clear that there is sufiicient competition 
to ensure that the same terms of exchange will obtain throughout 
tho market.^ For if not, “ It will usually be to the interest of 
the X of one couple and the Y of the other to rush together, 
leaving their partners in the lurch.” W hen the terms aie not 
identical, equilibrium is unstable. But although tho terms must 
bo identical, they are not necessarily determinate. The range of 
possible settlements is narrower than in a pure monopolistic 
market, but it may be appreciable. 

Suppose that there are added to the single employer an 
single w'orkman of our earlier example, another employer and 
another workman ; or suppose that fwo such couples are brought 
into contact. Now, if, before communication w^as opened, the 
employers had had the belter of tho higgling and bargaining, and 


1 If tho two employers or tho two workmen difler 
stances, this rcqnirL a little inodifuation. Hut competition will m any 
provoiit n wide divergonco between the terms. 
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wages \vere low, then the employers’ competition must force 
them up. But how can it do so ? There is only one way. No 
advantage can be derived by any party from a simple change 
round, once uniformity of terms has been established. But if 
wages are very low, an employer may be able to benefit himself 
by taking on both workmen, and offering terms sufficiently superior 
to those offered by his competitor to attract the other’s workman 
awaj\ That competitor, left in the lurch,” will then bid up 
again in order to recover his unfaithful servant. And this pro- 
cess will go on until it ceases to be advantageous for either em- 
pkn’cr to take on a second man at terms which the men would 
prefer to those ruling. The terms at which the employers cease 
to be willing to make such a change will fix the minimum wage 
at which equilibrium is finally possible in this market. 

If the wages ruling before communication was opened were 
very high, then under suitable technical conditions it may be 
advantageous for the employers to ‘‘ share ” a workman. The 
other workman will therefore be left unemployed, and will reduce 
his terms sufficiently to persuade one employer to leave this 
uncomfortable position and re-employ him. This will give the 
maximum possible wage. The wage cannot be higher than its 
maximum, because at higher rates it would be advantageous for 
the employers to share a workman ; it cannot be lower than iiho 
minimum, because at lower wages it would be advantageous for 
an employer to take on two. Jt should be clear that these limits 
are fixed by different causes, and that therefore there is no 
reason to suppose that they will normally be represented by the 
same rate. Normally, there will be a gap between them, over 
which the rate is still indeterminate. 

This argument has been presented in terms of labour con- 
tracts, because it is in labour contracts that we are particularly 
interested. But it will be observed that there is a certain awk- 
wardness in doing so. ” Sharing ” a workman is an operation 
neither familiar nor usually convenient, and it is true that in 
applying the theory to labour contracts we introduce a com- 
plexity at this stage which would be absent if we were dealing 
with commodity markets. To them the theory applies with less 
qualification, and it was, of course, in terms of them that the 
theory was first thought out. But we shall return to this matter 
later. 

As the number of buyers and sellers is increased, the minimum 
rises and the maximum falls. ^ Thus, in the limit, the range of 
* See MnthemtUiml P/ifft hiva, |jp. J7-8. 
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indeterminateness will tend to disappear, and we have a state of 
perfect competition with determinate equilibrium. In fact, of 
course, not many competitors will be required to make the 
indeterminateness negligible. 

The necessity of Edgeworth’s second condition has really been 
established simultaneously with the first. It will have been 
observed that the only way in which competition can change 
rates from one level to another (apart from equalising them) is 
by one buyer entering into contract with two sellers, or vice versa. 
If this is not possible, then competition is powerless to reduce 
indeterminateness. Edgeworth illustrates by imagining a market 
consisting of an equal number of employers and workmen, and 
working under the condition that no employer can take on more 
than one man, nor any man serve two employers. Then, he 
says, even if there should be a “ sudden influx of wealth into 
the hands of the masters,” equilibrium would not ho disturbed. 
For the employers would be unable to utilise their wealth in 
increasing their demand for labour. 

As a consideration of practical importance in the labour 
market, this second imperfection is easily disposed of. Edge- 
worth suggested that it might impede the bidding up of wages by 
employers in “ many cases of contract for personal service.” 
These are hard to find ; it is not easy to think of a type of “ per- 
sonal service ” where an appreciable number of employers do not 
demand the services of more than one employee, nor of a case 
where a “ sudden influx of wealth ” would not increase the 
number of would-be employers on the market. But even if it 
could be found, the argument would still have no practical 
significance. For it is really only valid in the special case where 
tlie workmen offering their labour are “ equal-natured.” ^ Sup- 
pose this is not so; then, if the employers’ capacity to pay did 
increase, they would bid against each other, not to increase the 
number of their employees (for that is assumed impossible), but 
to improve the quality of their single attendant. Numbers of 
employers w^ould seek to secure a servant w'ho w’as more highly 
trained, or w^ho possessed some other form of advantage. Previ- 
ously they could not afford the higher wages which these better 
men were naturally securing, but iiH)w they would bid for them, 
and try to attract them away from their employers. In this way 
there would be no obstacle to the bidding up of wages. 

' Edgeworth does extend some of his thoorotiral analysis to the case of 
“ difforont natures.” Ihit, ns too often in Muthematical Psychics, in the practical 
iiluHtration su< h cirouinHlancos are overlooked. 
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This kind of imperfection should theoretically bo of greater 
significance in the opposite case. Edgeworth noticed this, and 
in an article in the Giornalc degli Economisti (1891) ^ he observed 
that the fact that it is much easier for an employer to take on 
two workmen than for a workman to serve two employers “ con- 
stitutes a positiv'e advantage to the workpeople in their dealings 
with entrepreneurs.” Fortunately he qualified this : “ I do not 
regard these ni(?e points as more than curiosa.* ** For what does 
this .argument mean in 2 )ractice ? If wo .are dealing with industrial 
production, many men being employed by e.ach entrepreneur, 
the range of indeterminatciU'ss involved is only that between the 
marginal product of n men and n ~\- 1. This difference is usually 
regarded as the atom of economics, into whose recesses we need 
not pry. But even if the ratio of workmen to employers is small, 
and the differences do become significant, wo can only regard as 
serious the possibility of the men getting an advantage within the 
limited range available if we suppose the employers to be “ equal- 
natured ” and equal-circumstanced. Otherwise, different em- 
ployers will be situated differently with respect to their demand 
for labour; some will be on the verge of increasing their demand, 
others on the verge of reducing it. Once we assume a fluid market 
(i.€. that changes do not in themselves involve costs and incon- 
veniences) we may be certain that a slight change in the situation 
of employers will inevitably have its reaction on the demand for 
labour. Even if it is insufficient to cause all emi)loyers to change 
their demand, it will influence some. Edgeworth’s second im- 
perfection naturally produces '' curiosn ; it is a problem of 
discontinuity, and the effects of dlsconiinuity arc usually reduced 
to vanishing point when we have individuals of varying capacities 
on the m.arket.^ 

To the first imperfection (limitation of numbers in the market) 
Edgeworth pays little attention. He tells us that it “ ap|)Iies to 
Monopolies,” and leaves it at that. In f.act, of course, there can 
be little doubt that it is very much more important than the 
second imperfection. 

This may perhaps suffice as an abridged statement of Edge- 
worth’s argument and criticism of its details. The more im- 
portant question of its relation to actual labour problems will be 
postponed until we have examined the rival theory of Marshall. 

* Suminari8(?d in Payers, II. 313. 

* To complete this argument, the case of u oIuks of labour where total numbers 
are very limited should formally bo ineliidod. 'riiis in the case, of course, where 
the rule that “ no man can serve two muHtcra ” most commonly breaks down. 
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II 

The passage in which Marshall suggests the existence of a 
range over which wages may be indeterminate is to be found at 
the end of his chapter on Market Price. “ When a workman is in 
fear of hunger, his need of money (its marginal utility to him) 
is very great ; and if at starting he gets the worst of the bargain- 
ing, and is employed at low wages, it remains great, and he may 
go on selling his labour at a low rate. This is all the more probable 
because, while the advantage in bargaining is likely to be pretty 
well distributed between the two sides of a market for com- 
modities, it is more often on the side of the buyers than on that 
of the sellers in a market for labour.'’ ^ The opposition between 
this doctrine and Edgeworth’s is apparent ; but so is its extreme 
convenience as a basis for the defence of Trade Unions. It is 
not surprising that it has raised considerable controversy, especially 
as consideration shows that Marshall’s meaning is extremely 
obscure. He himself declared that “ the practical importance of 
this consideration is not very great ” ; but others do not seem to 
have agreed wdth him. In order to appreciate his meaning, and 
evaluate its importance, it still seems necessary to examine what 
he said more carefully than has been done up to the present.* 

At first sight, Marshall is maintaining that there is an arbitrary 
element in the determination of wages, arising from the simple 
fact that wages are low. In consequence of this, it is impossible 
in the case of labour to make the simplifying assumption which 
he found so useful in his general value theory, that the marginal 
utility of one of the commodities exchanged remains constant 
throughout the transaction. The same difficulty arises in the 
labour market as in a market where barter is practised. “ The 

^ Principles, 8th edition, p. 335. 

• Tho first criticism of this passage was naturallj' made by Edgeworth. In 
his (Jiomale article lie pointed out the divergence, but unfortunately fell at the 
same time into a misapprehension about Marshall's use of tho term “ Rate of 
Exchange.” This was pointed out by Mr. Rerry. In replying, Edgeworth did 
not make it as clear as was perhaps desirable that his main criticism stood. 
Neither tho note on this controversy in Marshall’s Principles (later editions), 
nor Edgeworth's summary in the Papers are as ilhuninating as tho original 
articles. (See Oiomale degli Economisti, 1891, March and October (Edgeworth), 
Jimo (Berry). Also Edgeworth, Papers, If. 313, and Marshall, Principles, note 
xii his.) 

A second attack on tho Marshallian doctrine of barter was made in the 
Economic Journal (September 1906) by Professor Loria, who maintained that 
Marshall had failed to distinguish between the coses of monopoly and competi- 
tion. Professor Loria, however, seems not to have observed that competition, 
in tho ordinary sense, is really ruled out by Marshall’s assumptions. 

Mr. Dobb’s use of tho doctrine in his recent article will bo discussed below. 

No. 158. — VOL. XL. Q 
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real distinction between the theory of buying and selling and 
that of barter is that in the former it generally is, and in the latter 
it generally is not, right to assume that tlio stock of one of the 
things which is in the market and ready to be exchanged for the 
other is very large and in many hands, and that therefore its 
marginal utility is practically constant.” ^ It was barter that 
Marshall particularly analysed, and if we are to throw light upon 
the case of wages, the celebrated “ nuts and apples ” example 
by which he illustrated the problem of barter must first be 
considered. 

Throughout his theor}" of market price, "Marshall treats of 
groups of buyers and sellers who have stockj^ of commodities which 
they wish to exchange. He imagines the sale to proceed by 
stages, a fresh bargain being struck as each dose of a commodity 
is sold. Under these circumstances he 1ms no difficulty in 
showing that : 

(1) Even in a position of bilateral monoj)oly, with one 
buyer and one seller, the final rate of exchange will be 
determinate if one of the commodities exchanged has a con- 
stant marginal utility to both parties. 

(2) Even in a state of competition, where there are many 
competing buyers and sellers, tho final rate of exchange will 
not be determinate unless the constancy of one marginal 
utility is given. 

(1) If the stock of one of the commodities (.4) held by both 
parties is sufficiently large for tho transaction to make no appre- 
ciable difference to its marginal utility to either of them, then the 
rates at whicli they will be prepared to exchange the other com- 
modity (/i) will depend simply on its (/^’s) marginal utilities to 
them. If an extensive transaction is to take place, then there 
will have to be a considerable ga]) between the marginal utilities 
of the first unit to buyer and seller (between demand -price and 
supply-price). Exchange can take place at any rate between 
the two. But whatever is the rate of exchange, it will make no 
difference to the demand-price and supply-price of a second unit. 
These will depend on the marginal utilities of that unit, and so 
are ex hypoihesi unaffected by the rate at which the first unit has 
been exchanged. It is therefore evident that B will go on being 
exchanged until its marginal utilities to both parties are equal. 
This must happen after a determinate number of units of B have 
been exchanged (determinate in the sense that it is independent 


* Prinfiples, Apponrlix F. 
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of the terms on which the earlier units were exchanged) ; and the 
rate at which the last unit is exchanged is also determinate, since 
it is proportional to the marginal utility of the last unit. 

But once this assumption of constant marginal utility is 
dropped, the rates at which earlier units were exchanged begins 
to have a very significant effect on the demand and supx)ly prices 
of later units. Equilibrium will be reached sooner or later 
according as the earlier stages of the bargain favour one party or 
the other. 

(2) The multiplicity of buyers and sellers makes no essential 
difference to this argument. There is less likelihood of a wide 
divergence in bargaining technique between the two sides when 
they arc composed of many individuals; and consequently “ the 
mean of the bargains would not bo so likely to dfifer very widely 
from the final equilibrium rate “ as in the case of barter between 
two people.** ^ Nevertheless, if there is any divergence, it will 
affect the demand and supply prices for subsequent units, and 
thus affect the position of final equilibrium. 

How far can this argument be applied to the case of labour ? 
The only situation in the labour market which can possibly corre- 
si^ond exactly to the problem of barter is a bargain between 
employer and workman for a single day’s, or a single week’s, 
work. (This is the only case in which the i)roblem can possibly 
be treated as one of stocks.) It does not seriously distort this 
case if wo suppose the workman to sell his labour piecemeal, 
hour by liour. Then all that the barter argument can prove is 
that, in single contracts of this kind, superior bargaining capacity 
could have no effect on the length of tJic working day if the 
marginal utility of money to the wwkman w^erc constant. In 
fact it is not constant ; and so, if w^ages are low, as a result of the 
employers’ superiority in bargaining skill, the workmen will be 
prepared to work long hours. This conclusion is certainly correct ; 
but it can hardl}' be called profound. 

Now there is a strong reason for supposing that this is not 
what w^as in Marshall’s mind. He adduces as a second source of 
employers’ advantage in bargaining “ the fact that each seller 
of labour has only one unit of labour to dispose of,” and he 
cannot have done this unless ho was' thinking of the amount of 
labour the workman offers as fixed. This seems to preclude any 
attainment of equilibrium by dosing, and leaves us with the 
alternative, but not much more satisfactory view', that Marshall 
ims thinking, in this case, of a continuous market, and not of an 
' Principles, Appomlix F. p. 792. 
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exchange of stocks, although every other example in the chapter 
in question is concerned with exchange of stocks. 

Once we assume a continuous market, with production and 
consumption going on all the time, with contracts being made 
afresh at regular intervals, then it is true that Marshall’s state- 
ment would, under certain conditions, be formally justified. In 
a single contract (for a single wreck’s w^ork, say) the lowest rate 
which the labourer will be prepared to take will be largely governed 
by the marginal utility of money to him ; and since that marginal 
utility will be high, the rate will be low. When recontraots take 
place in sul)sequcnt weeks, the low wages earned will have done 
no more than satisfy the labourer’s most immediate wants, and 
will have left him without any reserve on the basis of which to 
refuse the bad terms oflfered. He will “ go on selling his labour 
at a low rate,” for the marginal utility of money to him is no 
less than it was before. 

Blit if this is a correct interpretation of what Marshall meant, 
the argument seems curiously out of place w^herc it occurs, for it 
is subject to an important qualification from which the arguments 
that surround it are free. In a continuous market, the question 
of competition or monopoly is significant. If m'c suppose a single 
workman serving a single eraplo3'er — both in isolation — and the 
first week’s work is done on terms disadvantageous to the work- 
man, then he is likely to go on selling his labour at the same 
low rate, for he will have no lever to get the contract revised in 
his favour. But if we suppose multiplicity of employers and 
workmen, free communication and a competitive market, terms 
which were fixed in the first week to the workmen’s disadvantage 
wdll be subsequently modified by the employers* mutual competi- 
tion, by some employers endeavouring to take on more men. 
Wages will thereby be bid up to the normal value of the labourers’ 
marginal net product, and the first disadvantageous contract will 
have no effect in depressing them. It is quite true that in the 
case of barter, with the assumptions Marshall made, competition 
is ruled out. But if his doctrine about wages is to make any 
sense, competition is relevant. 


Ill 

This theory of Marshall’s has recently been brought into 
prominence once more by Mr. Dobb. In his recent article ^ he 
uses it os one of a number of missiles with which to assail current 

' “ A Sceptical View of the Theory of Wages ” (Economic Journal, Decern - 
bor 1929), particularly pp. 511-1.3. 
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wage-theory. But he uses it in a form which is slightly different 
from MarshalFs, and which, one feels sure, Marshall would not 
have sanctioned. To examine all Mr. Dobb’s arguments (and 
most of them are much more important than this one) would 
be to go far beyond the limits of this i)aper.^ But it is fairly 
easy to show — on the basis of what has just been said — that this 
particular missile docs not reach its mark. 

The critical passage in his article is the following : — ‘‘ Since 
the labourer is propertylcss, the sale of his labour will constitute 
his only source of income, and the terms of the sale will virtually 
affect his whole position and will bo tho principal determinant of 
the labourer’s subjective valuation of his own labour in terms 
of tho income which ho secures in return. In other w^ords, a 
change in tho price of labour in either direction is likely to pro- 
duce a change in the supidy-priee of labour of a similar kind, 
thereby creating a tendency for any fall in wages to become 
cumulative, as in tho classic case of sweated trades. If we have 
hero an equilibrium at all, it is unstable rather than stable.” It 
will be observed that Mr. Dobb is here asserting more than 
Marshall did. Marshall spoke of disadvantageous contracts 
having a tendency to keep wages low; Mr. Dobb speaks of a 
cumulative fall. 

It is true that there is a difference between the eases discussed. 
Marshall was considering tho case of an unemployed man, whom 
an employer is engaging at the lowest rate he will take. Mr. 
Dobb is dealing with a fall in the demand for labour and its 
effect on the wages of men continuously in employment. The 
whole question evidently turns on tho relation between tho 
terms of engagement in one week and the labourer’s demand for 
income in tho next. Edgew'orth assumed them independent ; 
Marshall suggested a connection in one special case. What 
happens if wo generalise the conception ? 

Strictly speaking, such a connection depends on a carry-over 
of income between the two weeks, and it might perhaps bo held 
that Mr. Dobb’s assumption that tho labourer is propertyless had 
ruled that out. But since tho feeling of repletion from his last 
dinner (quite apart from tho mere coverings of decency) would 
count as a form of property, this objection cannot really be 
sustained. It seems fair to discuss the problem in relation to a 
reserve, and inquire what effect the possession of a reserve will 
have on equilibrium in the labour market. 

^ Most of Mr. Dobb’a contentions only scorn to becoiuo very significant under 
conditions other than those of free contract. 
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It is only in the case where hours are variable, or when piece- 
rates are paid, that the problem arises, for otherwise the work- 
man’s individual supply-curve of labour does not enter into 
question. Under these conditions, a fall in the demand for 
labour Avill lead to an adjustment in the amount of labour offered, 
but it clearly cannot be an adjustment sufficient to prevent a fall 
in weekly wages. Now, if consumption is less adjustable than the 
sui)ply of labour, and docs not respond to the lower wage-level, 
then at the end of the first w’eck the reserve will be reduced, the 
marginal utility of income will bo increased and the supply- 
curve of labour shifted to the right. This shifting might con- 
ceivably result ill weekly wages being restored to their foriiK'r 
amount, and then equilibrium would clearly bo reached at once. 
Wages would be the same as before, but more work would be 
done for them. In the much more probable case when the 
shifting is insufficient to restore the wage-level, there will be a 
second reduction of reserve, a second shifting of the supply- 
curve, and a new temporary equilibrium. This process will go 
on until the reserve has disappeared. But it cannot go on longer. 
When the reserve is gone, consumption must contract, and the 
market settle down to a final equilibrium. 

In such a case, when the conditions of work are easily adjust- 
able, but personal expenditure is not, it does seem clear that the 
final equilibrium may be reached by stages. But there is no 
reason to suppose that the stages will not converge to a stable 
position, nor that the existence of such joints in the wage- 
mechanism should affect our handling of any but exceptional 
problems. 

IV 

It seems to follow from the foregoing discussion that the only 
“ imperfection ” that is likely to have any durable effect on the 
determination of wages is monopoly and limitation of the market. 
Edgeworth’s second imperfection is seen to be altogether negligible 
when we take into account differences in efficiency between 
labourers ; and Marshall’s “ varying marginal utility can have 
only transitory effects, unless there are impediments to the 
action of competition. It remains for us to examine what is the 
significance of these impediments in the real world. 

There are two possible cases of monopoly that seem worth 
consideration. The first — and it is clearly this that was in 
Marshall’s mind — is where a single labourer comes to an em- 
ployer and offers himself for a vacancy, the only vacancy that 
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ho knows of within the area that he can reach with his limited 
means. This is clearly a case of bilateral monopoly (however 
transitory the monopoly may be), and in consequence it is 
supposed that the employer, sizing the man up from his tattered 
appearance, offers a wage near to the lowest that he thinks the 
man will take, even although it is far below that which he would 
be willing to pay under other circumstances. No doubt, odd 
men seeking casual jobs are sometimes engaged in this way ; but 
it is unlikely that it has ever been the general rule throughout 
industry. Pushed to its logical extreme, it would mean that 
employers engaged labour by a process of discriminating mono- 
poly — a thing which no employer w'ho was not a fool, and who 
wanted to get good work out of his men, would do. In an 
industry of small firms, each employing only a few workmen, it 
would no doubt be commoner than in largo capitalistic enterprise. 
But at no timo is it likely to have made much difference to the 
general level of wages; as industry develops, this slight effect 
must inevitably tend to disappear. 

It is, of course, very difficult to verify this conclusion by a 
study of English industry to-day, with its minimum wages and 
Trade Union control. But it is significant that thirty years ago 
Mr. and Mrs. Webb reached by observation the same conclusion : — 
** The most autocratic and unfettered employer spontaneously 
adopts st<andard rates for classes of workmen, just as the large 
shopkeeper fixes his prices, not according to the higgling capacity 
of particular customers, but by a definite percentage on cost.” ^ 

It is much more possible for an employer to exercise simple 
monopoly on a large scale. Technically, this is not a case of 
indetorminateness, since it is obviously to the interest of a mono- 
polist employer to push wages down to the lowest point which is 
consistent with his retaining the labour of a requisite number of 
workmen, and this raises no analytical problem. But the cases 
are so closely connected that it may fairly be considered here. 
When other employment of anything like the same kind is com- 
pletely outsido the reach of his employees, an employer may 
easily exercise great monopoly powder. ^ Where, as in the more 
common case, the labourers can secure other employment, but 
only with varying degrees of difficulty, the conclusion is less 
certain. On the whole it wnuld appear probable that partial 

* Industrial Democracy, p. 281. 

* Somo of tho most striking and roiiflusivo instancosof this are to bo found 
when a large country is being developed by a few alien capitalists. There have 
been instances where wages have remained for years iinaffcetod by a considerable 
rise in the price do vel. 
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monopoly of the ordinary kind does not have much effect in 
depressing wages; though it is perhaps partly responsible for 
some districts lagging behind others when there is a general rise 
of w«Mges to me(*t rising prices. 

For it must be remembered that the influence of competition 
on wage-fixing is rarely exercised directly. Competition governs 
wages, as the law keeps order, by readiness to step in, not by 
c ontinual interference. Particularly is this the case in a country 
like Kngland, where labour turnover is generally small. In the 
majority of eases, a man gets higher wages by j)ersuading his 
employer that he could get them somewhere else, not by actually 
changing round. Such changes would cause inconvenience to 
emjiloyers as well as to workmen ; wages can well move without 
them. It is natural, therefore, that wage-changes in one firm 
should roughly follow another, even if actual transferences of 
labour were to be a matter of some diflioulty. 

But considerations of this kind open up wider perspectives. 
Once we go forth into the actual world, wo must take into account 
a host of other circumstances which are properly excluded from 
an extension of the pure theory of value. Some of these actually 
simplify the problem ; the fact that in a largo works, the hours 
worked by different labourers must bo the same (or at any rate 
bear a relationship determined by technical considerations), 
means that in some labour jiroblems the variability of hours, 
which so complicates the pure theory, can be left out of account. 
But the existence of large capital investment has other conse- 
quences less favourable to a simple theory of wages. A change in 
demand for the finished product will be met by employers in a 
different way according as they expect it to be temporary or 
permanent ; this expectation will affect their demand for labour 
and so will affect wages. An increa.scd demand which is expected 
to be brief will not lead to any extension of plant ; it will be met 
by working overtime, only to a slight extent by taking on more 
labour. At a later stage, if the increased demand continues, it 
will usually be necessary to carry out a more thorough reorganisa- 
tion, which i.s likely to bo accompanied by a more considerable 
expansion of the labour force; but direct raising of w'ages is not 
the only way in which an increased supply of labour can be 
secur(‘d. Up to a point, much can be done by advertisement, or 
by the engagement of rather inferior workmen. Wage-rates will 
only be rai.sed if other resources are exhausted and if the employers 
are convinced that the good times are likely to be of fair dura- 
tion. Similarly, in the case of a reduction in the demand for his 
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product, an employer may decide to make for stock, or to dis- 
charge those workmen who are least essential to him, without 
reducing wages and so causing bad feeling, if he considers the 
depression is likely to be short. 

Such matters can be only suggested here, not worked out 
properly; but it is rather surprising that the phenomenon of 
the “ wage-lag ” to which they point has not received more 
attention in relation to the problem of indeterminateness. They 
are indeed strong reasons for supposing that wages do not in 
practice correspond with the marginal net product of labour at 
all precisely. If there is any considerable tendency for wages 
under free competition to fall below marginal net product, it is 
far more likely to be due to the characteristics of the trade cycle 
than to any “ bargaining advantage.” 

J. 11. Hicks 

London School of Economics. 



NOTES ON SUPPLY 


'I’lrii following Jiotcs do not profess to give a comprehensive 
survey of the problems of supply. Attention is concentrated on 
a few isolated points. 1'he intricate questions connected with 
external and internal economics wliich have recently received 
imj)ortant treatment by Professor Pigon (Economic Journal, 
dune 102S) and by Mr. Shove (Ec onomic Journal, March 1930) 
are not dealt with. 'Diis paper is propaedeutic rather than 
supplementary to those studies. 

I 

In this section it is proposed to consider cost conditions in 
individual sources of the supply of a commodity and for this 
purpose to make certain simplifying assumptions, namely, (1) that 
the cost of production is in each source a function of tlio output 
of the source only, and (2) that the industry can obtain its factors 
of production at a constant price. 

I. The short period. 

A source of supply mu}" be conceived as an aggregation of 
productive factors within which a dicliotomy of costs into prime 
and supplementary can suitably be made. Sources arc demar- 
cated from one another by reference to the limits within which 
the two classes of factors are co-operating. A structure of fixed 
equipment or organisation gives the unity which tlio notion 
of “ a source ” of supply requires. Such a source need not be 
a business firm. ^Vithin any business firm the dichotomy is 
possible, and a firm may therefore be regarded as a source. 
But sources may be divided into sub-sources, manufacturing 
plants for instance, within which the dichotomy may be re- 
introduced, and the following analysis applies to sources, sub- 
sources, subdivisions of these, etc. 

Various suppositions may in abstract theory be made with 
regard to the behaviour of costs as the output of a source in- 
creases.^ The only supposition which is likely to bo true in fact 

‘ It 13 a33uinofl throughout that by x units of output from a source is meant 
r units of output, per unit of time, at a given point of time, 2’. To suppose an 
“ increase ” or “ docroaso ’’ of o\itptit is to suppose x larger or smaller at T. 
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is that, if there is a fixed amount of equipment or supplementary 
cost, prime costs per unit of output fall in the early ranges of 
output, but begin to rise after production has reached a certain 
level. Supplementary costs are taken to be constant in the 
short period over the range of production considered ; and costs 
which vary with the output are regarded as prime ; this is justi- 
fied by the definition of a source. If fixed equipment is required 
at all, it should clearly bo assumed that beyond a certain point 
increments of factors applied to that equipment will get a 
diminishing output per unit. 

In the adjoining figure the curve KC„, represents the marginal 
prime cost per unit of output. The marginal prime cost of x 
units is conceived as the total i>rimc cost of producing x units 
less the total prime cost of i)roducing (;f — 1) units. "Phe curve 



of KCp represents average prime costs. If P is any point on 
KC,„ and a perpendicular PM be dropped to the horizontal axis, 
then KC;, is the locus of a point Q on PM or PM produced, such 
that KPMO = the rectangle OQ. It api>ears from direct inspec- 
tion that the point of lowest average prime cost is the point at 
which the curves intersect (E), that is, the point at which average 
prime and marginal prime cost arc equal. 

The curve LG represents average total cost per unit and 
is the locus of a point R vertically above Q such that if R& be 
drawn perpendicular to the vertical axis, RQ X RS is constant 
and represents supplementary costs. The curve LCt approaches 
KCp asymptotically. It appears from inspection that the point 
of lowest average cost (the point of optimum output for the 
source) is that of the intersection of KCm and LC< (F). At the 
point of optimum output the average total cost is equal to the 

marginal cost. 

If there are many sources of supply, so that variations in the 
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output of a single source do not affect the price of the commodity 
(conditions of perfect competition), the demand with which such 
a source is confronted may bo represented by a horizontal straight 
line. The output of the source is fixed by the point at which 
the curve of marginal cost intersects the demand curve when 
the former is sloping upwards. The higher the demand the 
greater the supply. The output of the source consequently 
obeys the law of increasing supply price. 

If the demand curve cuts the marginal cost curve of a source 
at a i^oint between the minimum marginal cost and E (or lies 
below all the cost curves), prime costs are not covered and the 
source can onl}' continue to produce on the expectation of an 
improvement in demand ; it is convenient to call this condition 
absence of short-period equilibrium. If the demand curve cuts 
the marginal cost curve between E and F, there is short “|)eriod 
equilibrium, production will continue, but supplementary costs 
will not be covered. If the demand curve cuts the marginal 
cost curve at a point to the right of F there is a surplus yield. 

The expression ' supplementary costs is ambiguous. A 
given market price must be paid for liquid factors; otherwise 
they will not be forthcoming. But the fixed factors are tx hypo- 
*hesi already acquired and immobilised. They are no longer 
able to demand their market prices ; they can only receive what 
can bo obtained by the most satisfactory working of them. The 
reward of the fixed factors is Marshall’s quasi-rent. If the demand 
curve cuts the marginal cost curve at P and the i)erpcndicular 
to the horizontal axis PM (or PM produced) cuts KCp at Q, 
quasi-rent is represented by PQ x OM. 'Hiis is positive if P 
lies above Q and negative if Q lies above P.^ There is then no 
predetermined supplementary cost, the price payable to the 
fixed factors being in the short run passively determined by the 
relation of the demand price to prime costs. 

The consequence of this is that the concept of supplementary 
costs represented by the curve LCV seems to be meaningless. 
To overcome this difficulty, it is convenient to suppose that the 
fixed factors should receive a “ normal ” profit or return. In 
the equation RQ X RS — K, which determines the locus of R 
(the curve LG), K (the supplementary cost) is taken as the sum 

^ If a, b and r units of tho liquid factorB, A, 15 and 0 arc oinployod, if/(o,6,^’) 
ia tho output whkh thoy can obtain wlioii used in conjunction with tho fixed 
plant and p tho price per unit of output, then quusi-ront = — o/«i — 

“• ^■/'^}* /« is the rato of output of factor A at tho margin with b and c constant, 
pja the rate of reward of factor A and apja the total reward of factor A. Similarly 
with/j and/e. 
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which gives a normal return to the fixed resources. If the 
demand curve intersects the marginal cost curve to the right of 
P, the fixed factors are getting an excess reward, if at F a normal 
reward, if between F and E a sub-normal reward, and if to the 
left of E a negative reward.' 

Different sources may be expected to differ in efficiency; 
some may earn excess profits while others are earning sub- 
normal profits; in the short period they may all be earning 
excess profits; or they may all continue to earn sub-normal 
profits, until the quantity of output is curtailed by equipment 
wearing out and not being replaced. A survey of sources taken 
at any one point of time is likely to show various rates of profits 
according to the efficiency of the sources and also various rates 
of working. A source which is making sub-normal profits must 
be working below the optimum capacity. (Output is represented 
by a point to the left of F.) One which is making excess profits 
m\ist be working above its optimum capacity. The point of 
optimum capacity is always a point at which marginal costs are 
rising. It is also the point of normal profits. The point repre- 
senting actual output must be one at which marginal costs are 
constant or rising. If it can be shown of any source of produc- 
tion that this last proposition is not true, it may be inferred that 
the condition of perfect competition is not fulfilled. The appar- 
ently frequent occurrence, in fact, of sources working “ under 
capacity *’ in the sense that average prime costs (including 
those of transport and marketing) could be reduced by an expan- 
sion of output of the source, is evidence that conditions of quasi- 
monopoly are much more widespread than used to be supposed. 
Cost conditions in a monopolistic or quasi-monopolistic source 
are briefly discussed in Section II. 

The short-period supply schedule is a list of the quantities 
contributed at a point of time, T, per unit of time, in response 
to various possible prices at that point of time, the fixed equip- 
ment being incapable of increase or diminution. Short-period 
equilibrium in the industry is attained if no source is working 
at a loss, that is, if quasi-rent is nowhere negative. The supply 
schedule of each source shows increasing supply prices and, if 
external economics are absent, so does the supply schedule of 
the whole industry. 

* PQ is the actual rate of quasi-ront per unit of output, RQ the rnto per unit 
of output which would give normal profit. Normal profits are actually earnotl. 
therefore, if output is represented by the point of intersection of the locus of P 
and that of R (F). 
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2. The long period. 

With the short period may be contrasted the long period. 
In discussion the length of the long period is too often left in- 
definite or taken as infinite. It is useful to have regard to some- 
thing intermediate between a single point and infinity, say, to 
a finite interval of time, s. Short-period supplementary costs 
may be divided into those which are prime and those which are 
supplementary relatively to s. Fixed equipment may be re- 
paired, replaced or extended. Part of the fixed equipment, 
whether building and machinery, or a core of organisation and 
goodwill, may be expected to survive the period, s. If a is 
infinite, all organisation becomes obsolete, goodwill is forgotten 
and railway embankments become level with the surrounding 
country-side. That section of the fixed equipment material or 
immaterial which survives s intact is called supplementary or 
fixed relatively to a. That which is subject to replacement or 
reconstruction within s is supplementary relatively to a short 
period but prime relatively to the long. Long-period supple- 
mentary equipment may be increased but not diminished in any 
source during the long period. It may be diminished in the 
industry as a whole by sources going out of action. 

In the long period, long-period prime factors must receive a 
normal reward, their market price, or they will not be forth- 
coming. The reward payable to them per unit is equal to their 
marginal product. If a source is in long-period equilibrium the 
marginal products of the long-period prime factors must be 
equal to their market prices; also these factors must show 
decreasing returns.^ 

If a shrinkage of demand supervenes upon the equilibrium, 
the marginal product of the long-period prime factors falls below 
their price. They will consequently not be renewed in the long 
period. The curtailment in the use of these factors in connec- 
tion with a given amount of long-period equipment will raise their 
marginal product to equality with their price. As a result of 
this shrinkage in short-period fixed equipment, when a second 
long-period equilibrium is achieved, the short-period prime cost 

* If X units of short-poriod prime factors (X), y units of long-period primo 
factors (Y) and z units of long- period fixed factors (Z) are used, output — 
/(ic,y,2). If Z is constant throughout wo may say, output =3/(3?, y). f'{x,y) 
(x constant) and J\x^y) {y constant) aro botli positive. f*[x,y) {y constant) is 
always negative in short or long equilibrium in conditions of perfect competition, 
for otherwise tho employment of x wouhi at once be increased. 
constant) is negative in long-period equilibrium, for otherwise the use of y would 
tend to increase. 
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of production will be greater throughout the range of produc- 
tion.^ The long-period effect of the fall in demand will be to 
raise the short-period supply schedules of all sources affected in 
this W'ay. 

The fall in demand may be expected to reduce quasi-rents in 
some sources below zero and to eliminate those sources. This 
mitigates the decline in demand for the products of the other 
sources. The diminution of sources will tend to be greater the 
smaller is the proportion of long period supplementary to j3riinc 
costs. The greater the elimination of sources the less will be the 
rise of the short-period supply schedules in the residual sources. 
This gives the basis of an important classification of industries, 
namely, by reference to the extent of the rise of the whole short- 
period supply schedule in response to a fall in demand. We are 
still within the domain of the law of increasing costs ; the kind 
of response analysed here might be called the law of decreasing 
cost conditions. All industries obey this law for the range of 
production below an initial long-period equilibrium, except those 
industries none of whose fixed equipment survives the period s. 
The curve of decreasing cost conditions is less clastic the greater 
the permanent equipment. 

This law does not hold generally for the range of production 
above an initial point of equilibrium. This asymmetry is duo 
to the fact that the long-period fixed equipment of sources may 
bo increased but not decreased. If the quasi-rent accruing to 
this permanent equipment is below normal in a source, that 
source is not putting its permanent equipment to its optimum 
use, and a rise in demand will cause more short-period fixed 
equipment to be used in conjunction with the already existing 
permanent equipment, and the short-i>criod supply schedule for 
that source will fall in response. If the sources in which these 
quasi-rents are initially below normal prepondcrati* in the industry, 
the whole industry will probably be subject to decreasing cost 
conditions for a certain range of production in excess of the 
initial quantity. But if j>erinanent fixed equipment is already 
being put to its optimum or to an excessive use at the initial 
point in most sources, the law docs not hold. 

To sum up, where the law of decreasing cost conditiems holds 
the following propositions are all true of a long period. (1) An 

' S\^*y) conatunt) ia positive for ull vui\ioa of x. tV>naoqih‘ntly, f'{x.y) 
{y constant), wiiich ia tlio reciprocal of tho short -porioU marginal prime eost of 
production, is smaller tho smaller is y. Hut y has vx hypothsl biH'n reducod 
botween tho two or|uilibria. 
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increase in demand would reduce the short-period prime cost of 
production and consequently the supply schedule of the industry. 

(2) An increase in demand would also reduce the average cost 
of production if all kinds of overhead charges arc included. 

(3) Notwithstanding tliis an increase in demand would raise the 
price of the product, and consequently the industry is subject 
to the law of increasing costs ” as commonly understood. 
Confusion has arisen through failure to observe that these pro- 
positions are mutually consistent. Tlic possibility of this com- 
plex state of affairs is due to the fact that certain elements of 
supplementary cost, especially the immaterial elements of organ- 
isation and goodwill, are often not destroyed within what may 
reasonabl}" be regarded as a long period. Long-period equilibrium 



is consequently compatible with there being too many sources, 
that is, too many centres with a core of permanent equipment, 
and every one or many of these centres working below their 
optimum capacity. 


II 

We shall now consider tlie case where the source of supply 
is not small in proportion to the whole industry. When that is 
so, the source is confronted with a falling demand curve. When 
there is one source, the demand with which it is confronted is 
that of the whole market. Where the curve showing the demand 
for its output is not horizontal, the output of a source is not 
determined by the point of intersection of the demand curve and 
the marginal cost curve. The demand curve of the market 
shows the price per unit at which suppliers can find buyers for x 
units for all values of x. From this curve may bo deduced 
another (Fig. 2), which I propose to call the increment of aggre- 
gate demand curve, and which shows the aggregate price that 
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suppliers can obtain for x units of output less the aggregate price 
that they can obtain for (a; — 1) units for all values of x. If P 
is any point on the demand curve DD', and PM a perpendicular 
to the horizontal axis, then the increment of aggregate demand 
curve (DD") is the locus of a point p on PM such that DpMO — - the 
rect. OP. The output of a monopolistic source is determined by 
the point at which the marginal cost curve cuts the increment of 
aggregate demand curve. 

Marshall laid down that the entrepreneur “ endeavours to 
employ each agent up to that margin at which its net product 
would no longer exceed the price he would have to pay for it." ^ 
This is true alike of the monoj)olist and the competitive entre- 
preneur if the “ net product " is valued in the right way. Where 
the sources are many, value of the net product can be given its 
face meaning, viz. the price of the :i:th unit, when x units are 
produced. In other eases the value of the net product must be 
taken to be the difference between tlie price of x units when x 
are produced, and the price of (x — 1) units when (a; — 1) are 
produced. Wliero there are many sources both interpretations 
yield the same result. Consequently the second interpretation 
has general application. The increment of aggregate demand 
curve shows the total price of x units less the total price of (a: — 1) 
units for all values of x. When the sources arc many and the 
demand for the products of a source is shown by a horizontal 
line, the demand curve and the increment of aggregate demand 
curve for the product of that source are co-incident. 

In the short period a monopolistic source may obey the law 
of decreasing supply price. In Fig. 2, KC,,. intersects DD" only 
at a point where marginal costs are falling. In this case tlie 
monopolistic source i.s suffering from excessive capacity. If the 
(hnnand is .steady and the fixed equipment of the monopolistic 
source is adjusted to that demand, it will })rohabbj obey the law 
of increasing costs in the short period, since marginal costs 
increase in the neighbourhood of optimum output (sec Fig. 1). 
In the long period a monopolistic source may well .show decreasing 
supply prices, since in the long run equipment is adjusted so as 
to produce a normal supply at the optimum point for that equip- 
ment, and the average total cost av that point may be smaller 
with a large than with a small equipment. 

If the number of sources is greater than one but not great, 
it is difficult to determine the kind of demand with which each 
source is confronted. Variations in its output produce an 

‘ Marshall, Principles of Economics, 8th cd., p. 400. 

No. 158. — VOL. XL. J*’ 
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appreciable effect on price, and consequently the demand for 
that output cannot be represented by a horizontal straight line ; 
the demand curve and the increment of aggregate demand curve 
for the products of that source diverge ; all sources may in this 
case yield an increase of output at decreasing supply prices in 
the short and long periods. 

Ill 

In recent discussions the old distinction between, agricultural 
industry as subject to decreasing returns and manufacturing 
industry as subject to increasing returns has been lost sight of. 
Was it without foundation ? Let us now witlidraw an assump- 
tion made at the outset, that an industry can obtain its factors 
at a constant supply price, and suppose that an industry uses 
an appreciable fraction of the factors of production available. 
The value of this supposition depends on the definition of “ an 
industry.” Specific industries may be lumped together and a 
generic industry, like agriculture, may be considered as a unit. 
The larger the scope of an industry the more reasonable is it to 
suppose that the prices of the factors w'hich it uses are influenced 
by variations in its demand for them. Different industries mix 
the factors of production in different proportions. Let us call 
the proportion in which the factors of production A, B C . . . 
are mixed in use at the margin in national industry as a whole 
a : 6 : c : . . . This proportion should be a weighted average of 
the i^roportions proper to each industry at the margin of each. 
Any particular industry which uses the factors in the proportion 
a : 6 : c ... at its own margin can draw to itself increasing 
supplies of the factors at a constant price. If the total supply 
of the factors is fixed, an increase of output by such an industry 
does not alter the relative scarcity of the factors. But if an 
industry using the factors in the proportion a x:h: c: . . . 
expands, it can only get increasing quantities of A at an cnlianced 
price in terms of B, C . . . But since, ex hypothesis it uses more 
than an average amount of A, it can only get an increase in the 
sample of factors required for a unit increase of its output at an 
enhanced price. No doubt by the law of substitution x will be 
reduced in consequence of the expansion of this industry; but 
not to zero. An increase in the supply price of the factors required 
will raise the marginal cost curves of all sources ; consequently 
the supply price of the product will on this account alone rise in 
response to the rise of demand for it. 

Under this head it follows that every industry which uses an 
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appreciable fraction of the factors of production, unless it be 
an industry using them at the margin in the proportions of 
a:b:c: . . .y obeys the law of increasing supply price. The 
curve of increasing supply price will be less elastic, the greater 
the industry in proportion to the whole of national industry and 

the greater^. 

This analysis seems to clear up the problem of the old classical 
distinction between agriculture and the manufacturing industries. 
If A is land, and a + a; : 6 : c : ... the proportion in which the 

factors are mixed at the margin in agriculture as a whole, - is 

CL 

clearly large. Agriculture as a whole is tlius markedly subject 
to increasing supply price. But the law of returns in agriculture 
is only a particular instance of the general principle. 

Stress has often been laid on the inelasticity of the supply of 
the factor land. If it could be shown that the supply of land is 
less elastic than that of labour and the other factors, we should 
have an additional reason for expecting increasing supply prices 
to prevail in agriculture (as a whole). But it is by no means 
clear that the supply of land is less elastic. If the more familiar 
concept of the demand schedule be used, the demand of land- 
owners for income in exchange for land has, if non-agricultural 
uses of land be ruled out, unitary elasticity. The amount of 
land spent in obtaining this income is constant, viz. the national 
supply of land. Little is known of the corresponding demand 
schedule of labour for a livelihood. It is not unreasonable to 
suppose it to have less than unitary elasticity. We no longer 
expect the population to expand in response to higher wages; 
and as wages rise the w'orking day is reduced. In terms of 
supply this means that, while as rent rises the total supply of 
land remains constant, as wages rise the total supply of labour 
may fall. It is probable, therefore, that the analysis of the text 
provides a better justification for the classical treatment of 
agriculture than any reference to the inelasticity of supply of 
land. 

11. F. Harrod 

Christ Churchy 
Oxford. 
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LABOUR TRANSFERENCE AND THE 
UNEMPLOYMENT PROBLEM 


The post-war unemployment problem has been complicated 
by the tendency of the newer industries to become localised in 
the south of England; for this has impeded the mobility of 
labour and has led to the concentration of unemployment in 
those areas in which the older trades are situated. It seems 
probable that while this movement may be partly attributed to 
temporary and artificial advantages attaching to southern sites, 
it represents a fundamental tendency in industry, and that during 
a time of rapidly changing technique such as the present, the 
traditional centres of industry are unlikely, for various reasons, 
to attract new trades or fresh units in old ones. If this is so, 
and as changes in localisation producing serious economic and 
social losses have been, and are likely to be, recurrent, it is useful 
to inquire whether this tendency can be beneficially counteracted 
by some form of conscious and corporate control over localisation. 
The experience of one of the older districts may throw some light 
on the problem. 

There is one great industrial area which has not suffered 
severely from the unemployment which has afflicted the rest. 
It has witnessed the decline of many of its ancient industries 
since 1914, but, unlike the other great centres, it has succeeded 
in attracting a considerable share of the new and developing 
industries. Furthermore, this industrial area has formerly passed 
successfully through periods of transformation in its activities 
and has shown to a remarkable degree adaptability and resilience 
in the face of changing economic circumstances. The area in 
question is Birmingham and the Black Country. In 1870 its 
industries consisted of coal-mining, iron production and a host 
of hardware trades. In Birmingham itself there was no staple 
industry ; but a multitude of comparatively small manufactures 
flourished, of which the chief were the jewellery, button, gun 
and brass trades. The great depression which began in 1874, 
however, produced permanent changes in the activities of the 
area. The exhaustion of its raw materials and the advent of 
the new steel struck down the coal trade and the great iron 
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industry; while the growth of foreign competition and changes 
in national habits and in productive methods brought sudden 
decline to many of the small metal trades. In several of them 
there has been a progressive decay up to this time. Yet the 
district has retained its position as one of the leading centres of 
industry, and the labour displaced from its former trades has 
succeeded in finding other employment with comparative ease. 
This was possible because many of the new manufactures which 
have arisen during the last few decades have come to be centred 
in the area. Of these I need only mention the cycle, motor, 
rubber, electrical, machine-tool, artificial silk, aluminium cast- 
ings and certain of the food and drink trades. The war com- 
pleted the destruction of several of the older manufactures; 
but the newer industries have progressed so as to absorb a large 
part of the displaced labour, and since 1920 the percentage of 
unemployment has been considerably less in the West Midlands 
than in any other great industrial centre. In fact, the area has 
effected a transference of labour from old to new trades on an 
enormous scale — a remarkable achievement in view of its geo- 
graphical position and of its dependence on other districts for 
materials. Alone of the old manufacturing centres, it has escaped 
from the new tendency in the localisation of industry. 

Since its success has been bound up with its ability to attract 
the new industries, it may be asked to what this ability may be 
attributed. No doubt several influences have been at work; 
but the main influence is to be found in the fact that Birmingham 
and District throughout its history has been a centre with a 
highly diversified industrial life, and has possessed, in conse- 
quence, a wide variety of labour and of technical skill. The 
multiplicity of its interests brings the district into contact with 
the industrial activities of the nation at a great many points, 
and thus places it in a position of advantage for attracting or 
developing any new trade which may arise. This advantage is 
particularly evident at the present time, w^hen the advancing 
trades are concerned with highly finished or highly composite 
goods ; for each of these manufactures requires a supply of many 
different kinds of skill and technical knowledge. Further, manu- 
facturers who are operating in a district with a varied industrial 
life, where one trade or another is always changing its methods 
or its markets, are likely to be more flexible and adaptable, and 
less inclined to regard their present activities as settled by laws 
of nature, than those persons who live in an area dominated by 
one trade. I should infer, then, that an area with a highly 
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diversified economic life is capable of weathering periods of 
transition with greater ease than a more specialised centre. 

It is not suggested that, when new trades arise in a diversified 
area, the problem of the maldistribution of labour does not arise, 
but only that its seriousness is minimised. While industries 
have been rising and failing in the West Midlands, it has been 
possible for brass-workers to find employment in the cycle factories 
for gunmakers and woodworkers to secure remunerative employ- 
ment in the engineering trades, for jewellers to take up gauge- 
making, and for penmakers to turn to the production of fine 
stampings. But a wholesale transference of adult labour from 
decaying to advancing trades can never take place without some 
unemployment and lowering of standards during a period of 
change. A skilled watchmaker, for example, was not likely to 
secure equally remunerative employment in the cycle and motor 
factories. But where the diversified area with its capacity of 
attracting new industries presents advantages over specialist 
centres lies in the fact that the former offers more opportunities 
to fresh entrants into industry. It has been shown that changes 
of considerable magnitude can be made in the distribution of 
the labour force in a short space of time merely by the failure of 
decaying trades to replace their wastage by recruitment. An 
area with a multiplicity of manufactures soon finds that those 
which are unable to support a high wage-level quickly decay, since 
young people are attracted to occupations which offer better 
prospects. In a word, the industrial activities of such an area 
respond rapidly to any change in economic forces. Both its 
workers and its employers are likely to be alert to seize new 
opportunities as they arise, and there is no question of the life 
of an industry being prolonged merely by means of a progressive 
fall in wages. Trades which are threatened with extinction must 
either reorganise or go, and the stimulus to do this comes sooner 
and more strongly in diversified areas than in specialist centres, 
where other measures may be taken to meet an alteration in 
economic circumstances, and where employers are loath to 
acknowledge the signs of permanent change. In districts of the 
latter type, such as some of the coal-mining areas, which have 
failed to attract the new trades, the industrial life is involved in 
a vicious circle of cause and effect. Because there are no alter- 
native employments in the neighbourhood, the recruitment of 
young workers by the advancing trades is impeded and they are 
forced into the decaying industries. The under-employment 
and low wages, both of them and of the adult members of their 
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families, which result from this, produce a deterioration in the 
quality of the labour force which, if protracted, will ultimately 
render the areas unsuitable for the establishment of new 
trades. 

The adaptability shown by the West Midlands has not been 
equally shared by all sections of the area. If we compare, not 
the whole district wuth others, but particular towns within the 
same area with one another, we find additional evidence in support 
of these conclusions. While Birmingham and Wolverhampton 
have been distinguished by the multiplicity of their trades, several 
other places in the neighbourhood, though separated by a very 
few miles, have been specialist in character and have been much 
less adaptable. Consequently, when the flint-glass trade began 
to decay during the ’seventies, the labour force engaged in that 
industry diminished much more rapidly in Birmingham than in 
Stourbridge, where glass-making was the chief industrJ^ The 
reason for this was, that in Birmingham there was much compe- 
tition among the multitude of industries for clever youths, so 
that the decaying trades failed to attract them; whereas in 
Stourbridge the lack of alternative occupations of the same class 
kept large numbers attached to glass-making in spite of chronic 
under-employment. In the same way, on the decay of the 
saddlery and harness trade, the Birmingham firms soon closed 
their factories or turned to the production of other classes of 
leather goods, and the workers became absorbed in fresh employ- 
ments. But in Walsall, where saddlery and harness was the 
staple manufacture, the decline in the size of the labour force 
was much less rapid. Another instance is provided by the 
hand-wrought nail trade, which fought a long struggle against 
the competition of the cut-nail and wire-nail industries. The 
workers in this unfortunate handicraft suffered severely from 
under-employment and from falling wages, and yet, although the 
trade was driven out of the centres with a diversified life, the 
numbers engaged declined very slowly indeed during the second 
half of the nineteenth century. This, again, was because much 
of the manufacture was conducted in towns and villages which 
afforded no other openings to boys and girls seeking employ- 
ment. And immobility at that time could not be attributed (as 
much of the post-war immobility has been) to trade union restric- 
tions in other trades or to unemployment insurance. During the 
post-war period the failing industries have been unable to resort 
to wage reductions to tke same extent as formerly, and the 
unfortunate position of the specialist as compared with the 
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diversilicd centreLS is illustrated by the much higher percentage 
of unemployment in the former. 

Another interesting point which emerges from this investi- 
gation into the West Midlands is that a distance of only a few 
miles separates the centres of high unemployment or low wage 
rates from those with superior standards in these respects, and 
this immobility between the different sections of the area has 
been noted throughout its recent history. It is evident, then, 
that even to-day the mobility of workers (including new entrants 
into industry) may be restricted by what appears to be an insig- 
nificant barrier of distance. I suggest that it is not only the 
cost of travelling between home and the place of employment, 
or the expense of moving the residence, which is responsible for 
this, but that a population bred in the atmosphere of one trade is 
less alert to seize fresh opportunities than people who find around 
them the stimulus of a varied industrial life. Recent investiga- 
tions into the cotton trade seem to bear this out. In that manu- 
facture, in which to a large extent towns specialise in particular 
classes of yarns and fabrics, it appears that there has been no 
significant movement from the more depressed towns in the 
American section to those which, during the post-war period, 
have been more prosperous.^ In this connection it is worth 
while pointing out that, even in the depressed areas, the large 
towns have suffered less from unemployment during the post- 
war period than the smaller places. This has been explained on 
the ground that in the great cities a large proportion of the 
population is engaged in “ sheltered ” occupations. It is, how- 
ever, doubtful if this is sufficient to account for the great dis- 
parity which exists between the unemployment percentages of 
the larger and smaller places in the same area. It is possible that 
since the larger towns have usually a more varied industrial life 
than the smaller places in relation to the size of their respective 
populations, the former show an alertness and a capacity for 
adjustment to new conditions of which the latter are incapable. 

I have no space to give further illustrations in support of ray 
argument and I must proceed to the conclusion to which these 
remarks have led. I have argued that the question of localisa- 
tion has a very close bearing on the problem of labour resettle- 
ment. A prolonged study is obviously required before any 
definite conclusions could emerge ; but there seem strong reasons 
for supposing that a country whose industries were carried on in 

^ J. Jewkes, **The Mobility of Labour in the Cotton Industry,” hi the 
Economic Journal, March 1928, p. 13J. 
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highly diversified centres would find the recurrent problem of 
transference less difficult to face than a country where the in- 
dustrial areas were of a specialist character. The former would 
tend to have an alert and an easily adaptable population, and in 
it new manufactures as they arose would be likely to grow up in 
existing industrial districts. A change in the direction of economic 
development could thus be effected without producing a pro- 
longed period of mal -distributed labour. One must not, of 
course, ignore the advantages which local specialisation is sup- 
posed to confer. For some trades a certain degree of concen- 
tration is probably inevitable ; but it is arguable that the economies 
derived from local specialisation have been exaggerated, since 
such a policy cannot take account of the ever-changing character 
of economic life and of the great social and capital losses caused 
by periodic industrial migrations. 

It may be objected that, even if these arguments are correct, 
the location of industry is determined by economic forces which 
we cannot control. But this is to be doubted. Certain general 
infiuences exert themselves to produce from time to time definite 
trends in localisation; but the selection of the actual sites for 
industry in the past has been largely haphazard. Specious argu- 
ments have been advanced to explain how trades have come to 
be located in the areas in which we now find them ; but if one 
tries to relate these general explanations to the history of the 
pioneer firms in the different industries, one is left with a feeling 
of intense scepticism. Frequently a trade has been localised in 
one area rather than in another through chance, or through 
temporary advantages attaching to a particular site. Such 
developments may have been inevitable in the past ; but nowa- 
days, when new concerns arc usually launched on a great scale, 
a long view is surely necessary in determining their localisation, 
and some form of public control is certainly required. It is not 
generally recognised how wasteful in the utilisation of labour is 
the present unco-ordinated method of choosing sites. In some 
areas the trades are such as require male labour but provide little 
opportunity for women. In others the reverse is largely the 
case. It is true that occasionally firms do select their sites in a 
way which promotes the most economical use of the nation’s 
labour force. Thus, one of the first artificial silk factories in 
Great Britain was established near a coal-mining district where 
it could draw on a supply of female w^orkers who had previously 
no occupation. But subsequent developments in this and in 
other new trades have been remote from areas vdth similar 
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characteristics. Consequent!}^, a great supply of potential labour 
remains untapped, or is drawn into employments with low re- 
muneration to the detriment of industrial progress, of family 
earnings and of general efficiency. And in times of transition 
this wastefulness is the more pronounced. 

The conclusion which I would draw from these arguments is 
that, if present and future changes in the direction of industrial 
development arc to be met successfully, a co-ordinated policy 
concerning the localisation of the various new industries should 
be worked out. Great Britain has experienced changes of this 
character in the past. The post-war period affords another 
example of them, and, if economic progress is to continue, they 
will be recurrent. These periods are marked by a heavy burden 
of unemployment which is to be attributed jDartly to the slow- 
ness of manufacturers in diagnosing the new position and in 
making efforts to satisfy fresh wants, and partly to new influences 
on the localisation of industry which appear at such times. In 
these periods of rapidly changing technique there is a tendency 
for new trades to grow up in centres remote from the older 
industrial districts. All the older areas, however, do not suffer 
in the same degree. It seems that those with a wide range of 
activities are able to face such periods with equanimity, since 
they are more flexible, more alert to seize fresh opportunities and 
more capable of attracting new trades than the specialist centres. 
Thus, in a country possessing diversified centres the tendency for 
new trades to go to new centres would be largely checked and the 
recurring problem of labour transference would be facilitated. 
It would seem desirable, therefore, to frame a national policy 
concerning the localisation of industry with the object both of 
satisfying the immediate requirements of employers for labour, 
sites and materials, and of building up industrial areas which 
would be less vulnerable in times of ehange than our specialist 
centres have been. 

6. C. Allen 

University Collegey Hull, 



THE AGRICULTURAL CREDITS ACT, 1928 

As compared with his foreign and colonial competitor the 
English farmer has in the past suffered the following dis- 
advantages : — 

(a) Apart from the Lands Improvement Company which 
advances money repayable as an annuity extending over forty 
years on the security of a rent charge under the Land Improvement 
Acts, 1864-99, there was no public institution such as the Credit 
Foncier de France or the Federal Land Banks in the U.S.A. 
specially organised in England to finance agriculture. The 
General Land Drainage and Improvement Company was formed 
by Private Act of Parliament in 1849, the Lands Improvement 
Company by Private Act in 1 853, and the Land Loan Enfranchise- 
ment Company in 1863. These companies worked under the 
Improvement of Land Acts, 1864 and 1899, and under special 
Acts of 1849, 1853, 1855, 1859, 1860, 1863 and 1920. All the 
Land Improvement Companies are now amalgamated with the 
Lands Improvement Company, 58 Victoria Street, London, 
S.W.l. They were intended to finance principally improvements 
made by tenants for life under the Settled Land Acts and could 
advance money for periods not exceeding forty years, but only 
for the general improvement of land, not for the purchase of land 
by farmers. The I,.ands Improvement Company during its 
existence has nevertheless advanced over £14,000,000 and is still 
doing a flourishing business. The Farmers’ Land Purchase 
Company was formed in 1920 to work in association with the 
Lands Improvement Company to lend money to farmers to 
enable them to purchase their holdings. Since its activities are 
now overlapped by the new Agricultural Mortgage Corporation, it 
does not do much business, though it is still in existence. 

(b) The inability and disinclination of joint-stock banks to 
make long-term advances. In a loan census made by the big five 
joint-stock banks in 1923 for the information of the Ministry of 
Agriculture, it appeared that of a total of £46,500,000 traced as 
having been lent to agriculture, £26,000,000 represented loans 
made for the purchase of land, and the remainder, £20,000,000 
odd, to meet current expenditure. Money advanced by the banks 
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for the purchase of land and for permanent improvements was in 
most instances secured by a legal mortgage of the freehold or 
leasehold purchased or improved. The banks were prepared 
as a rule to renew these advances, which were made usually at 
the rate of 1 per cent, above Bank rate minimum 6 per cent. 
But they were under no obligation to do so indefinitely, and in 
view of their obligation to keep their positions liquid, they in 
most cases reserved the right to withdraw loans on six months* 
notice at the longest. Apart from an improvement loan obtained 
from the Lands Improvement Company, a farmer obtaining what 
he contemplated as a long-term credit was not faced with any 
previously arranged plan of redemption over a definite period such 
as is provided in a long-term sixty-year redemption loan now 
obtainable from the Agricultural Mortgage Corporation. 

(c) Lack of co-operative organisation among farmers. There 
are a certain number of Agricultural Societies registered under the 
Industrial and Provident Societies Acts, 1893-1928, but they could 
not issue debentures for the purpose of raising credit for their 
individual members by creating a charge on personal chattels, 
unless the debentures were registered as bills of sale. They may 
now issue debentures under Sec. 14 of the Agricultural Credits 
Act, 1928, and such a debenture if registered at the Central Office 
of the Registry of Friendly Societies ranks as an agricultural 
charge similar to the charge given by an individual farmer. 

(d) The fact that a farmer had usually no better security to 
offer for a temporary loan than a bill of sale over his growing 
crops and live-stock. A bill of sale in England carries with it a 
certain degree of social stigma analogous to bankruptcy which 
does not attach to the granting of a chattel mortgage in the 
U.S.A. or similar charge on movable property in other countries. 
This social stigma is something which legislation cannot alto- 
gether eradicate, and it cannot prevent the same social stigma 
attaching to the creation of an agricultural charge under the new 
Act. The Agricultural Credits Act, 1928, does, however, minimise 
its effect by making it a summary offence under Sec. 10 to publish 
particulars of agricultural charges in any newspaper. 

The defects summarised above in the organisation of the 
agricultural industry in this country before 1927 had been obvious 
for many years, but legislation in favour of agriculture was after 
1921 rendered imperative by reason of — 

(i) The world depression in trade and the fall in the price of 
agricultural produce after 1921, which rendered fanning under 
existing conditions unremunerative. 
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(ii) The fact that during and immediately after the war many 
farmers had agreed to purchase their farms at what turned out 
to be top prices. 

(iii) The repeal by the Com Production Acts (Repeal) Act, 
1921, of the Com Production Act, 1917, which by removing the 
bounties on home-grown wheat let in foreign wheat in competi- 
tion with home-grown grain. 

(iv) The fixing of farm labourers’ wages under the Agricultural 
Wages (Regulation) Act, 1924, by committees at rates which in 
many districts made it impossible for farmers to cultivate less 
fertile land with any hope of profit. 

(v) Traders and merchants were equally hit by the same 
adverse circumstances and could no longer give extended credit 
in respect of seed and agricultural machinery bought. 

(vi) The refusal of the electorate to give the Conservative party 
a mandate to impose protective duties on food stuffs. 

(vii) The Milk and Dairies Order, 1926, which required farmers 
to make certain sanitary improvements in their dairies to con- 
form to regulations. 

(viii) After 1926 the burden on former copyholders to pay 
compensation to the lords of the manor for enfranchisement of 
copyhold land under the Law of Property Act, 1922. 

A number of suggestions and recommendations were made on 
the subject, notably in the Majority and Minority Reports of the 
Agricultural Tribunal in 1924. It was hoped that some benefit 
would be derived from the Agricultural Credits Act, 1923, which 
was passed to enable the Public Works Loan Commissioners to 
make advances to any approved association to enable it to lend 
money on mortgage at a rate not to exceed that prcscri\)ed from 
time to time by the Treasury. Under the Act the Ministry of 
Agriculture was to promote the extension of agricultural societies 
registered under the Industrial and Provident Societies Act, 1893, 
which were to lend money to members for a period not exceeding 
five years for such agricultural purposes as the Minister might 
approve. Certain alterations w^ere also made in the provisions of 
the Land Improvements Acts, 1864 and 1899, to enable the 
Lands Improvement Company to advance at a rate not to exceed 
such rate as the Minister prescribes. The Agricultural Credits 
Act, 1923, being practically a dead letter, the Ministry of Agricul- 
ture decided to carry out a complete investigation of credit con- 
ditions obtaining in agriculture, and for this purpose appointed a 
departmental committee under the chairmanship of one of its 
officers, Mr. R. R. Enfield, who published the “ Enfield Report ” 
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in 1927. The report brought the joint-stock banks, the Bank of 
England, the Treasury and the Ministry of Agriculture into con- 
ference with a view to removing the disadvantages described 
therein. It took these diverse interests some time to agree upon 
proposals, and the Agricultural Credits Act, 1928, did not become 
law until August 3, 1928. Instead of making further additions or 
alterations in the existing powers of the Lands Improvement 
Company, a new institution was founded under the provisions of 
the Act called the Agricultural Mortgage Corporation. The field 
of operations of the Agricultural Mortgage Corporation to some 
extent overlaps that of the Lands Improvement Company, which 
has now been in existence eighty years. The procedure for 
obtaining an improvement loan from the Agricultural Mortgage 
Corporation is very similar to that for obtaining an improvement 
loan from the Lands Improvement Company. Lord Clinton is a 
director of both, and the Agricultural Mortgage Corporation has 
profited greatly by the past experience of the Lands Improve- 
ment Company, which has freely co-operated with it, although in 
certain respects they are in competition. The Lands Improvement 
Company has never received a subsidy from the State, whereas 
the Agricultural Mortgage Corporation has received a subsidy of 
£10,000 a year towards its upkeep and a loan without interest of 
£650,000 for sixty years. Accordingly, the Lands Improvement 
Company cannot make improvement loans on quite the same 
advantageous terms. The Agricultural Credits Act, 1928, is 
designed to enable the Agricultural Mortgage Corporation to lend 
on advantageous terms to landowners, particularly to farmers, 
for purely agricultural purposes. Whereas the Lands Improve- 
ment Company may advance money for the redemption of tithes, 
for developing land, for building of residential houses, etc., and 
extinguishment of manorial incidents under the Law of Property 
Act, 1922, the Agricultural Mortgage Corporation has no such 
power. On the other hand, the Lands Improvement Company is 
restricted to making improvement loans and cannot advance 
money on long term mortgage as is done by the Agricultural 
Mortgage Corporation. Another distinction is that the Lands 
Improvement Company has no direct connection with any of 
the banks and is approached direct by the applicant for a loan. 
The Agricultural Mortgage Corporation will deal with an applicant 
only through one of the shareholding banks, and its activities are 
restricted to making advances on land in England and Wales. 
The Lands Improvement Company may advance money for any of 
the purposes for which it may lend money on the security of land 
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in Scotland. These comparisons show that though the Lands 
Improvement Company may find its operations curtailed in some 
directions, it will probably extend them in others, so that there 
is really ample scope and need for both institutions. 


The Agricultural MorlgcLge Corporation 

The Agricultural Mortgage Corporation, Ltd., Stone House, 
Bishopsgate, E.C., was formed under Sec. 2 of the Act and 
registered under the Companies Acts, 1908-17, on 7th November, 
1928, as a company limited by shares, having a share capital of 
£650,000 divided into 650,000 shares of £l each. The capital was 
subscribed at par by ton shareholding banks : — viz. the Bank of 
England, Barclays Bank, the District Bank, Glyn Mills & Co., 
Lloyds Bank, the Manchester and County, Martins Bank, National 
Provincial Bank, Westminster Bank and Williams Deacons. It 
was contemplated that the share capital should be the same as the 
maximum amount which the Treasury under Sec. 1 may lend 
free of interest, viz. £750,000, but the Midland Bank did not 
participate in the scheme, and therefore the amount advanced 
by the Treasury is £650,000, which remains the maximum unless 
the share capital is increased. Counting money as being worth 
6 per cent., this is equivalent to a subsidy of £32,500 per annum 
for sixty years, in addition to which it receives from the Treasury 
under Sec. 1 (1) (ii) £10,000 per annum for ten years towards the 
cost of its administration. Even if the capital is increased the 
advance from the Treasury under Sec. 1 (1) (iv) may not exceed 
£1,000,000. The interests of the State in the Agricultural Mort- 
gage Corporation while its loans are outstanding are safeguarded 
by the provisions in the Act which require that no alteration may 
be made in the Memorandum or Articles of the Corporation 
without the consent of the Minister of Agriculture, and at least 
one director shall be nominated by the Treasury. Sir George 
Barstow, formerly of the Treasury and Government, Director of 
the Anglo-Persian Oil Company was the first director so appointed. 

The Corporation began business on January 14, 1929. It 
obtains its funds (i) from its capital £650,000 subscribed by the 
ten shareholding banks, (ii) from the loan of £650,000 from the 
Government, and (iii) from the sale of debentures which are 
guaranteed by the Government, and by Sec. 3 are made trustee 
securities. £6,000,000 5 per cent. Debenture Stock, 1959-89, was 
issued on June 25, 1929, at par. The Debentures are to be 
redeemed by a cumulative sinking fund provided for in the Cor- 
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poration’s Memorandum and Articles. The intention expressed 
in the preamble to the Act and in Sec. 1 is that the Corporation 
shall lend sums at rates of interest not higher than required to 
meet its expenditure and pay a dividend of 6 per cent, to the ten 
shareholding banks. In other words, the primary test of the 
success of the Corporation is not to be the profits which it makes 
for the nine shareholding banks, but the amount of the advances 
which it makes at low rates of interest to agricultural holders. 

After paying a dividend of 6 per cent, and making provision 
for reserves as required by the Memorandum and Articles of the 
Corporation, any surplus profit will be utilised in making further 
loans on terms most favourable to borrowers and in reducing 
the interest paid by borrowers on existing loans. 


Long-term Loans up to sixty years made by the Agricultural 
Mortgage Corporation 

The applicant for a long-term mortgage loan must make his 
application through a branch of one of the shareholding banks. 
Under Sec. 2 (3) (c) of the Act and Clause 1 (a) of its Memorandum, 
the Corporation may not advance more than two-thirds of the 
value of the mortgaged property as estimated at the time of the 
loan. As the Corporation has obtained the bulk of its funds by 
the sale of debenture stock to the public, which has been made a 
trustee security with the partial guarantee of the State, it was 
thought undesirable to increase the ratio lest the market price of 
the debentures might be affected. The applicant has to pay the 
costs of the valuation whether the loan is made or not. The fees 
paid to valuers employed locally by the branches of the share- 
holding banks are settled on a prefixed scale according to the 
amount of the valuation, with a minimum fee of five guineas 
plus expenses. If it becomes apparent to the valuer that it will 
be impossible for him to recommend the advance, he does not as 
a rule complete his valuation and his fee is correspondingly 
reduced. (See Times, March 20, 1929.) 

If the Manager of the Agricultural Corporation is satisfied, 
he instructs the branch forwarding the application to have the 
title searched by a local solicitor. The Corporation pays the cost 
of investigating the title, but the applicant pays the stamp duties 
on the mortgage. 

A mortgage deed is then prepared which shows in a schedule 
on the back how the loan is to be reduced by equal half-yearly 
instalments. The Corporation has an account at each of the 
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Head Offices of the ten shareholding banks, and the money is 
put at the disposal of the applicant by debiting the Corporation’s 
account and crediting the account of the local solicitor, who pays 
it over when the mortgage has been duly executed and the charge 
registered. The applicant is generally required to sign a standing 
order for debiting the amounts of the half-yearly instalments to 
his account and crediting them to that of the Corporation, so 
that repayment on the prefixed redemption scale as set out on 
the reverse of the mortgage deed is automatic. 


Land Imj>rovement Loans made by the Agricultural Mortgage 

Corporation 

Under Sec. 1 (6) of the Act, the Corporation has power to make 
land improvement loans under the Improvement of Lands Acts, 
1864 and 1899. The purposes are taken from the schedule of 
the Land Improvement Act, 1864, omitting those improvements 
which do not affect owners of agricultural land. 

The normal procedure is for the applicant to make application 
through a branch of a shareholding bank on a “ B ” application 
form. He forwards this with plans and specifications of the 
proposed improvements. The Manager of the Corporation, after 
thoroughly considering the proposed scheme, intimates, via the 
branch of the shareholding bank, whether the Corporation will be 
prepared to lend the money in the event of the applicant obtaining 
a land charge, and what will be the terms of the loan and the 
period of its redemption. If the terms of the proposed loan are 
acceptable to the applicant, the application and the plans and 
specifications are forwarded to the Ministry of Agriculture. The 
Minister of Agriculture then sends down an inspector, who reports 
whether the proposed improvements will effect a permanent in- 
crease in the yearly value of the land exceeding the yearly amount 
proposed to be charged thereon in respect of the improvement 
applied for. The applicant has to pay the costs of the investiga- 
tion of the Ministry of Agriculture, and the Ministry may demand 
security for such costs before the investigation is begun. If the 
Ministry is satisfied, it sends a letter to the Corporation authorising 
it to prepare a Provisional Order fo« the grant of a rent charge, 
triplicate copies of which are sent to the Ministry. The Pro- 
visional Order creates in favour of the applicant a right to an 
absolute order on completion of the improvements in accordance 
with the scheme to the satisfaction of the Ministry. There is no 
need to investigate the applicant’s title, and he is only required 
No. 168. — VOL. XL. s 
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to forward a statutory declaration that ho is a person entitled to 
raise a rent-charge. The Provisional Order is registered by the 
Agricultural Mortgage Corporation as a caution in the Land 
Registry, Lincolns Inn li'ields, and a mortgage deed is prepared 
similar to the deed used for the long-term sixty-years redemption 
loan, save that an improvement loan may not outstand in any 
case more than forty years. No charge is made by the Corporation 
for considering the application, and the expenses, etc., which have 
been paid to the Ministry may be included as part of the money 
advanced. 

The work having been completed and the Ministry’s inspector 
having satisfied himself that the work is in accordance with the 
plan and specifications, the Ministry of Agriculture makes the 
Provisional Order for a rent-charge absolute, and a certified copy 
of the absolute order is sent to the Corporation, which registers 
it as a Class A charge on the registry. The loan is repaid by equal 
half-yearly instalments as set out in the schedule to the charge. 
The period is estimated to cover the life of the improvement, and 
normally an applicant is not allowed to pay off odd sums at 
irregular intervals, but if he prefers at any time to redeem the 
whole of the loan outstanding, he is allowed to buy up an 
equivalent amount of Corporation debenture stock and surrender 
it at par. 

Short-term Credits obtained from Banks on the Security of an 
Agricultural Charge 

Under Secs. 5-9 of the Act a farmer may now obtain a short- 
term credit on the security of a fixed or floating charge which 
is not a bill of sale and ranks in priority to a bill of sale. A farmer 
who creates a floating charge is in a position analogous to a 
company which has issued a series of floating debentures. He is 
free to deal with the property charged, but must use the proceeds 
of any charged property sold to purchase fresh farming stock, 
which becomes subject to the charge, or must pay the proceeds 
into his account. 

A farmer who creates a fixed agricultural charge on his farming 
stock is in a similar position, but cannot sell property subject to 
the charge save in order to buy property which is substituted, and 
must in all instances pay the proceeds directly into his account. 

If he misapplies the proceeds he makes himself liable to be 
prosecuted for an indictable offence, and if the subject-matter of 
the charge is destroyed he must pay over any insurance money or 
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compensation from the Ministry of Agriculture under the Diseases 
of Animals Acts, 1894-1927, or Destructive Insects and Pests Acts, 
1877-1927, as though it was money received by way of sale to be 
accounted for in accordance with the conditions of the charge. 

An applicant for a short-term loan secured by a fixed or float- 
ing agricultural charge is not restricted to making application to 
one of the nine shareholding banks of the Agricultural Mortgage 
Corporation as in the case of long-term and land improvement 
loans. The bank must, however, be one of the approved banks 
included in a list kept by the Ministry of Agriculture under 
Sec. 5 (7). All banks which have so far applied have been put 
on the list. These include the bank owned by the Wliolesale 
Co-operative Society, and several Scottish banks which have 
branches in England. The apparent intention of the Act was 
that live-stock should be covered by a floating charge, and assets 
of a more durable character, such as milling machinery, were to 
be covered by a fixed charge. In practice bank’s charges are 
expressed always as both fixed and floating charges. It takes a 
fixed charge on all the agricultural assets specified in the schedule 
and a floating charge on all agricultural assets, present and future, 
belonging to the farmer. The farmer at the same time that he 
executes the charge is asked to fill in an A.C. 1 form (or, in the ease 
of the borrower, being an agricultural Society giving a debenture 
under Sec. 14, an A.C. 2 form). The manager of the branch 
forwards the form and the charge to Head Office, where it is con- 
sidered and sanctioned by the Branch Inspect i(m Office to which 
the branch belongs and by the Joint General Managers. If the 
loan is sanctioned, the A.C. 1 form is sent to the Land Registry for 
registration within seven clear days of execution. 1’he agree- 
ment is not regarded as complete and the monc'y i.s not placed at 
the disposal of the farmer until notice has been reciuved from 
Head Office that the loan has been sanctioned and the charge 
registered. The charge is exempt from stamp duty, and the 
only expense incurred by the farmer is the L*?. registration fee. 
On tlie farmer’s repaying the loan the charge is cancelled and 
returned to the farmer and a memorandum of cancellation regis- 
tered, for which another 1^. fee is charged. 

Special provisions were inserted in bee. 12 of the Act to prevent 
a bank which was unsecured or partly secured in respect of 
advances made before August 3, 1928, when the Act came into 
force, obtaining an unfair advantage over other creditors by 
taking a floating charge to cover the advances tlien outstanding 
and any subsc(]^uent advances. The section is so curiously worded 
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that it may mean that if a bank has lent money which was out- 
standing on August 3, 1928, even though it has been subsequently 
repaid, the bank will still have to deduct it from the amount 
secured in respect of any subsequent advances. Consequently 
branches have been instructed by the Head Offices not to lend 
any money on agricultural charges to farmers who owed any con- 
siderable sum to the bank on August 3, 1928. As Sec. 12 remains 
in force until January 1, 1931, very few short-term advances 
will be made until then. L. Le M. Minty 
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The Social and Economic Development of Scotland before 1603. 

By I. F. Grant. (Oliver and Boyd. 1930. Pp. xii + 694. 

215. net.) 

Miss Grant’s book may be compared in several respects to 
Kant’s Prolegomena. In each case there is a new departure — 
with Kant “ towards any future metaphysic,” and with Miss 
Grant towards a future economic history of Scotland. For the 
author herself would be the first to concede that her book is not 
such a history, though it is the necessary preparation for it. 
During a long period writers on this subject were content to take 
speculation as fact or to accept the mere assertions of their 
predecessors as if they were facts ; indeed up to the end of the 
nineteenth century writings in this field were an interesting 
survival of the uncritical attitude of the monkish chronicles. 
Later, the position was further confused by one tendency towards 
assuming that English development at early times was repeated in 
Scotland, or by the contrary attitude that, since it was discovered 
to be different in some respects, it was altogether different. 
Meanwhile the work of a number of societies in printing manu- 
scripts, and the publication of Calendars of State Papers, were 
gradually providing material, though even at the present time 
much that the economic historian requires remains unpublished. 
A curious coincidence emphasises this 2)oint. In the same month 
that Miss Grant’s book was issued there also appeared the 
“ Copiale Prioratus Sanctmrulree ” a substantial volume of 527 
pages printed from a MS. discovered by Professor Baxter at 
Walfenbuttel. The fact that it is one of a group of nine Scottish 
MSS. which had been “ borrowed ” shows that Scottish manu- 
scripts wandered as far as Scots Soldiers ; and it will be necessary 
eventually to extend the search for Documents to the Continent. 

It follows that Miss Grant has been confronted with a most 
difficult problem. She has to present a picture, based on the 
available evidence, which will have some form and at the same 
time will not strain that evidence. In doing so she contrives by 
®^88®stion, rather than explicit statement, to show the great 
number of places in which more light is required before the way 



260 THE ECONOMIC JOURNAL [JUNE 

of the student can be discerned, even faintly. This requires a 
high degree of skill, and, as might be expected from the author of 
Everyday Life on an Old Highland Farm, she undertakes her 
solution in the spirit of regarding “ the arrangement of historical 
matter as much more an art than a science.” Also, during the 
period covered, the great problem of Scottish social and economic 
development was concerned with the possession of land; and, 
as regards primitive Scottish agriculture, she has absorbed not 
merely the technique but the essential spirit — “ that strange 
persistence of more ancient things that survives dumb and re- 
cessive and yet part and parcel of the life-stream of the race.” 
Further, one cannot but be impressed by the wide range of Miss 
Grant’s sympathy and insight. At one end of the scale important 
confirmatory evidence on a point of considerable moment is 
obtained by a comparison of Highland and Lowland fairy tales : 
at the other, after quoting evidence as to certain forms of organ- 
isation, she is careful to state that there are not sufficient instances 
to establish a general conclusion. It is highly skilled craftsman- 
ship to make a story of wonderful fascination to Scotsmen, and 
one which cannot be neglected by any who treat economic and 
social development comparatively, and at the same time to 
impress on the reader how much remains to be discovered before 
the picture can be seen with a due balance of light and shade. 
In this respect the book seems to mirror the troubled soul of the 
people in the period which it describes — ceaseless effort and 
striving, yet with the ultimate result in the far distance, only at 
most to be hoped for. 

The significance of Miss Grant’s brilliant work thus lies in its 
suggestiveness for the future. Especially it makes one think, 
and it is not to be taken as derogatory of its great merits that 
one wonders sometimes why, even with our present imperfect 
knowledge, some parts have not been treated more fully or 
differently. At the beginning, the era before 1057 (the beginning 
of the reign of Malcolm III) is described as “ pre-history ” and is 
dismissed in nine pages. In the whole source-material of history 
there is no part that has been so thoroughly examined as Scottish 
archaBological remains; and, even if the results as regards eco- 
nomic development are scanty, much more could have been 
gleaned. Then “ that mysterious people, the Piets,” is not so 
mysterious after all. A good deal can, for instance, be extracted 
about their social conditions from A. B. Scott, The Pictish Nation. 
One would think that, if Miss Grant’s sympathies are not too 
deeply enlisted by the Gael, she would be rather fascinated by 
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the task of restoring the Pictish literature, which, it is now urged, 
the Gaels stole, in the spiritual sense of translating it and giving 
it out as their own — ^the exact reverse of Macpherson and Ossian. 
Also it would provide her with an earlier case of the tragedy she 
sees in the fall from the golden age (relatively to the one that 
succeeded it) of the twelfth and thirteenth centuries. It is to be 
feared that the golden age was much alloyed. Thus William the 
Lion (1165-1214) is said to be responsible for the “ law that is 
called claremathan,’* which shows that, even already, cattle- 
lifting had become an institution. 

An omission may be noticed, namely, that there is no reference 
to usury during the mediaeval period. Is this accidental or is it a 
fact that Scotland was the only civilised country where Church- 
men avoided reference to the condemnations of so many councils ? 
Though the latter seems unlikely, should it chance to be so, the 
fact would be of great significance. 

Yet again Miss Grant makes one think. During the period 
that the wealth of Britain consisted of wool and its products, 
how did it come that Scotland was not more prosperous? — ^for, 
relative to its total area, the amount of land specially suitable 
for sheep was a much higher proportion than in England, Wool 
was exported at a very early period. Hence the natural conditions 
were suitable for a highly profitable trade. The obvious explana- 
tion would probably be that the wars with England and the 
continual civil strife consumed the stock. The picture merits 
the sombre brush of Dante — the rigorous execution of “ letters 
of fire and sword,” the coasts of Fife a haunt of pirates, the 
murderers of Cardinal Beaton maintaining themselves against 
the remnant of law in the castle of the murdered man for a period 
of two years, so that, as Miss Grant says, by 1587 the country 
was “ at the nadir of lawlessness,” and a contemporary writer of 
the previous century exclaims, “ I have seen the injuries which 
are done, the tears of the innocent, the helpless and the destitute, 
who cannot resist violence and have none to comfort them.” 
Yet this explanation is not altogether satisfactory, since the 
Church was the great flockmaster. The Church owned much 
more than half the wealth of Scotland. It is by no means im- 
probable that the value of its wool was three-quarters of the 
whole product of the country. Now, was disorder so great that 
contending nobles committed sacrilege in raiding the patrimony 
of the Church ? One scarcely would think so unless definite 
evidence were produced, all the more since in the English invasion 
of 1646, while no less than 248 towns and villages were destroyed. 
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the same fate was meted out to only seven monasteries and 
“ frcar houses ” — though the former included the abbeys of 
Kelso and Melrose. One is inclined to regard the provisional 
hypothesis that the sheep were inferior. It is true that Hector 
Boethius (c/Vc. 1460), Munster (1550), Ubaldini (1588) have been 
quoted as speaking of the fineness of Scottish wool. It seems 
possible that there is misinterpretation here, but one cannot 
speak positively. The words of the second are “ nullibi melior 
et tenerior lana,” and of the third, “ non piccola parte di quella 
delicata ct gentile.” It is certain that at the end of the eighteenth 
century there were universal complaints of the bad quality of 
Scottish wool. This was attributed to deterioration of the breed 
of sheep. Now it appears from a Re'port of the Highland SocAety, 
associated with the names of Sir John Sinclair and Dr. Anderson, 
and printed in 1790, that on the mainland the original sheep were 
extinct and were only to be found in Shetland. These were 
“ the kindly sheep ” and the “ beaver sheep ” ; both had fine wool, 
but the yield per sheep w'as small. The latter had fine wool 
only about the neck; the remainder of the body was covered 
largely or altogether with hair or bristles. Thus it seems as if 
the evidence available may be interpreted as showing that 
sixteenth-century accounts of the quality of Scottish wool were 
not untrue, but that the quantity per sheep was small. There 
is other evidence tending in the same direction. Accordingly, 
on this basis, one important cause of the slow economic progress 
of Scotland may have been the low yield of wool per 1,000 acres. 
The quality probably remained good, but the quantity was 
deficient — at least in part and quite possibly in the main through 
peculiarities of the breed or breeds of sheep. 

W. R. Scott 

The Early History of Banking in England. By R. D. Richards, 
Ph.D., B.Sc. (Econ.) Lond. (P. S. King & Son, Ltd., 
London. 1929. Pp. xx + 319. 15,5. net.) 

Select Statutes Documents and Reports relating to British Banking, 
1832-1928. Selected with an Introduction by T. E. Gre- 
gory, Sir E. Cassel Professor of Banking and Currency in 
the University of London. (Oxford University Press. 1929. 
Vol. I, 1832-44, pp. lx + 147 ; Vol. II, 1847-1928, pp. viii + 
391. 21j. net, or Vol. I, lOj. 6rf., Vol. II, 12j. 6d.) 

These volumes cover the infancy and manhood of banking in 
this country. It is true that Dr. Richards in his eighth chapter 
professes to give the “ salient features of English banking history 
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in the eighteenth and early nineteenth centuries,** but after 1707 
his sketch is very perfunctory indeed. The history of banking 
under the Bank of England’s monopoly, the growth of country 
banking, and the financing of the Napoleonic wars all require to 
bo re-examined with direct reference to the original sources. 
Dr. Richards has been able to throw much light on early history 
by his research in documents hitherto not examined, and it is to 
be expected that as much illumination would be derived from a 
similar exploration of State and private documents of the eigh- 
teenth century, and from a collation of the extensive permanent 
and fugitive writings on financial topics of that period. Professor 
Cannan, in The Paper Pound of 1797-1821 and in his re-issue of the 
Report of the Bullion Committee, and Professor Gregory, in his 
introduction to the new edition of Tooke and Newmarch’s History 
of Prices, have provided the raw material for studying the currency 
problems arising out of the finance of the war with France, and in 
the volumes before us Professor Gregory takes up the story at a 
time when “ British banking had already advanced some stages in 
the process of adaptation to a more complex economic environ- 
ment.** Through controversy and crisis his documents lead us to 
the re-establishment of the gold standard in 1925 and to the 
amalgamation of the note issues in 1928. 

It is difficult to say enough in praise of the tw^o works before 
us. Dr. Richards has had perhaps the more attractive task in 
depicting the emergence and gradual development of financial 
organisation and in narrating the early struggles of a great 
institution. His account is full of colour and vigour, and, once 
begun, it is not easy to lay the book down. Contemporary books 
and pamphlets, manuscripts previously not examined, the early 
Court Minute Books of the Bank of England (hitherto shrouded 
from the public gaze), “ the earliest ledgers and other documents of 
the historic banking houses of Hoare and Child,** the contemporary 
Minute Books of the Treasury, have been placed at his disposal or 
been discovered by him, and out of them he has woven a clear and 
succinct narrative. Professor Gregory’s account is more sedate 
in form, but it covers such excitements as the unrestrained con- 
troversies that raged round the Bank Act of 1844, the crises of 
1847, 1857, and 1866, and the finance of the European w^ar. He 
has reprinted the chief Acts of Parliament, given illustrative 
extracts from the Reports of, and evidence given before, Select 
Committees, and drawn on the contemporary comments made at 
times of crisis by The Times and the Economist, and the whole of 
his subject-matter is held together by an Introduction in which, 
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with admirable clarity, are discussed the fundamental principles 
of banking which underlay all the disputes and came to the surface 
in times of great emergency. 

Trade with the Continent led to dealing in foreign moneys and 
to the assignment of mercantile debts by means of the bill of 
exchange. By the time of Elizabeth “ the merchant, the broker, 
the scrivener, and the goldsmith became prominent as financial 
intermediaries,” and Gresham was the first English financier to 
raise Royal loans from private citizens. Wealthy merchants lent 
moneys to the State and carried on exchange transactions. 
Brokers were in part pawnbrokers, but some undertook the 
business of exchange and developed into bullion-dealers or into 
stock-jobbers who dealt in the shares of the trading companies, 
which wore becoming numerous. The scriveners who wrote 
bonds or contracts acquired “ an intimate knowledge of financial 
and mercantile transactions,” and in the seventeenth century 
were recognised custodians of deposits for which they found 
employment. “ It docs not appear from the available contem- 
porary evidence that the goldsmiths were outstanding figures in 
the London money market of Elizabethan and Jacobean times ” ; 
they were primarily jewellers and lapidaries and occasionally 
money-lenders. 

If the scrivener was the primitive banker of the early seven- 
teenth century, his place was taken after the Civil War by the 
goldsmith bankers. They received deposits on which they paid 
interest, made loans, discounted both inland and foreign bills of 
exchange, dealt in bullion and foreign moneys, and financed 
the warlike operations of the State. The receipt which the 
goldsmith gave, acknowledging the receipt of money left in his 
charge, developed into an assignable instrument when the gold- 
smith was allowed to use such deposits. It took the form of a 
promissory note issued by the goldsmith as a loan, and sometimes 
had no metallic backing ; it was currency. The next step was the 
drawing of a cheque by the depositor on his deposit ; such date at 
least from the 1670’s. It seems unsound, however, for the author 
to consider that “ the immediate precursors of the modern 
cheque ” were the orders dravm on the Exchequer by officials or 
pensioners requesting payment of “ debentures ” due to them to 
be made to some specified persons ; an assignment of salary or a 
direction for payment to be made to an agent is not a cheque. 
Houses like those of Vyner, Backwell, Meynell, Whitehall, and 
others were very powerful. Backwell kept deposits of other 
bankers and financed the Dunkirk expedition. 
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After the Restoration the tally for a loan to the Exchequer 
bore interest, and the repayment order or order of loan ” 
accompanying it was assignable by endorsement; such orders 
were frequently discounted by goldsmith bankers. “ Fiduciary 
orders ** were next issued by the Exchequer, not in acknowledgment 
of loans but as charges on subsequent revenue ; they were, in 
truth, an inflation of the currency. Between 1667 and 1671 large 
numbers were discounted by the bankers, and the inability of the 
revenue to cover repayments led to the suspension of cash pay- 
ments in 1672, known as the “ Stop of the Exchequer.” The 
debt due by the Crown, mostly to goldsmith bankers, was about 
£2,250,000, and the suspension brought many to ruin. In 1674 
Charles II authorised payment of £140 000 as interest, and in 1677 
the remaining debt was charged at 6 per cent, on the Hereditary 
Excise, each banker assigning his share pro rata to the depositors 
concerned as his creditors. This may be regarded as the 
beginning of the National Debt, and the amount due was ultimately 
extinguished in 1723. Dr. Richards deserves great credit for the 
discovery of two Exchequer books of account containing a large 
part of the transactions involved in the “ Stop,” and for thus 
clearing up the history of an event hitherto obscure. 

The gross failure of the issue of paper money by an incom- 
petent and embarrassed Exchequer turned men’s minds to the 
establishment of some institution which would provide a sufficient 
supply of currency. Many plans, from 1571 onwards, were pro- 
posed for a national credit institution, varying in character from a 
Mont do Piet^ to a central bank. Gradually, they took the form 
of projects for a land bank, based on mortgages of real estate, and 
Asgill, Barbon, Briscoe, and Chamberlen promoted such banks in 
1695 and 1696. Run with varying degrees of sanity and honesty, 
they had a brief and hectic career. Another wild-cat institution 
was the Million Bank with its speculations in life annuities, while 
the Orphans’ Fund of the City of London, with its offshoot the 
Bank of the City of London, by speculating in Government loans 
brought the City’s finances to the verge of collapse. Dr. Richards 
has gathered together much interesting information regarding this 
crazy quilt of finance, whose main importance is that it repre- 
sented the yeasty condition of the London money market. If the 
metaphors are mixed it is because no plain statement can describe 
a situation so mixed with crankiness and common-sense. 

This was no favourable milieu for the foundation in 1694 of 
the Bank of England “ for the better raising and paying into the 
Receipt of the Exchequer the sum of twelve hundred thousand 
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pounds ” at 8 per cent., and various attempts to give it a monopoly 
culminated in the Act of 1707 forbidding partnerships of more 
than six persons to engage in banking in England. From the 
early Court Minute Books Dr. Richards has eiCtracted much 
curious and interesting detail as to the development of the bank- 
note and the cheque and as to the financing of William Ill’s 
campaigns on the Continent. These need not be dealt with here. 
The infant Bank, however, in 1696 had to make a partial sus- 
pension of cash payment, because, while as agent for the Govern- 
ment it was calling in the old debased coinage, it did not receive 
the new coin from the Mint in sufficient quantities. But by the 
end of the first decade of the eighteenth century it had established 
its position and had undertaken the circulation of Exchequer 
Bills for the Government. Here Dr. Richards’s history really 
ends. 

It would be tedious to give a list of the documents in Pro- 
fessor Gregory’s two volumes, and, in truth, a reviewer can have 
no excuse for copying out his author’s “ Contents ” pages. Those 
in the first volume deal with the inquiries and controversies 
leading up to the Bank Act of 1844. These began with the 
triangular fight between the Bank of England, the country banks, 
and the joint-stock banks w^hich after 1825 could be established 
outside a sixty-five mile radius from London. The modern idea 
of a Central Bank was then unfamiliar, and views as to note -issues 
were, to say the least, confused. The prtictice and professed 
principles of the Bank of England were often in conflict. To 
summarise the discussion here is impossible, but the first twenty- 
four pages of Professor Gregory’s Introduction will be found an 
admirable guide through a land covered with thickets aifd thorns. 

The second volume is divided into three parts. The first deals 
with the crisis of 1847, that of 1857, the Overend Gurney crash 
of 1866, the Baring crisis of 1890, and the American crisis of 1907. 
The second part contains documents relative to the regulation of 
joint-stock banks and to private note issues, while the third covers 
war and post-war legislation. Issues of consequence in banking 
policy emerged by 1858 — the “ relaxing power,” the ability of the 
Bank Directors to act against their own immediate interest, the 
discount rate as a means of market control, the Bank as the 
” ultimate reservoir of credit ” and the bill market, the rate of 
interest on deposits. Discussion of these points occupies the 
admirable seventh section of the Introduction. 

The proper constitution of a Bank is now settled, and the 
ancient quarrels regarding the suitability of joint-stock banking 
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seem like the battles of the kites and crows. To the perusal of 
Professor Gregory’s summary one may suggest to the student to 
add a reading of The Amalgamation Movement in English Banking, 
by J. Sykes, B.A., M.Com. (P. S. King & Sons, Ltd.). 

“ The characteristic feature, economically speaking,” says 
Dr. Gregory, “ of British banking in the three-quarters of a 
century before the war is the gradual elimination of the private 
banker and the growing size of the banking unit.” The strength 
of the joint-stock banks lay in their ability to raise capital, and 
the power to expand, so arising, naturally led to the absorption of 
other banks. “ The limit to the expansive movement of each 
bank is such an organisation as will represent the maximum degree 
of inter-local compensation of risks and resources : the limit to 
the expansion of all banks taken together will be given, in so far 
as they are guided by calculations of pure profit and loss, by the 
general growth of the economic organism in which they are 
operating. But competition may easily force expansion beyond 
this point, both as regards any single bank or all banks taken 
together.” With this development the old antagonism between 
the Bank of England and certain of the joint-stock banks had to 
come to an end ; otherwise, the Bank could not properly function 
as a Central Bank. ‘‘ The balance of powder really lay with the 
joint-stock banks. They could always drive the brokers into the 
Bank at a moment of crisis, and thus get gold or notes out of the 
Banking Department ; and, in the end, if the Bank w^anted to 
avoid disaster, it was in any case bound to help solvent banks.” 

As to the effects of currency legislation during the war. Pro- 
fessor Gregory thinks, with some justice, that “it is even now^ 
doubtful whether at any time during the war the responsible 
authorities were fully aw^are of what they were doing.” The 
“ Cunliffe limit ” of 1919 to the issue of uncovered Treasury notes 
he regards as “ the cause of the check to the upw'ard trend of 
prices and of industrial expansion which marked the second half 
of the year 1920,” an opinion which can by no means be accepted 
simply and unconditionally. He does not express a view' as to 
the economic propriety of the return to the gold standard in 
1926, but concludes his Introduction by saying that, “ with the 
passage of the Act of 1928 the seal has for the time being been 
put, not only on the efforts to repair the damage inflicted by the 
war upon the British currency standard, but also on the long effort 
to amend the Bank Act of 1844, which began with the Report of 
the House of Lords Committee in 1848.” A safe, if somewhat 
cryptic, saying ! Henry W. JVLvcrosty 
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Great Britain fratn Adam Smith to the Present Day, By Pro- 
fessor C. R. Fay. (London : Longmans. 1928. Pp. 460. 
12 ^. U.) 

Professor Fay’s book immediately takes place in the front 
rank of the now numerous volumes dealing with nineteenth-century 
economic history; and it has the additional merit of carrying 
the story over the boundary of the century right up to contem- 
porary affairs. The book would be a fine achievement by an 
author who had constant access to published and unpublished 
sources in this country. As the work of one who has for many 
years lived overseas it is indeed remarkable. What Professor 
Trevelyan did for the nineteenth century as a whole, Professor 
Fay has now accomplished for its economic aspects. 

The author groups his work into four main sections — Fiscal 
Policy and Finance, Trade and Transport, Agriculture and 
Industry, and Life and Labour. In the first he deals with the 
policy of Premiers and Chancellors from Walpole to Gladstone 
(the last name great enough, in his view, to head a chapter) ; in 
the second, with the development both of overseas trade and of 
internal communications by way of canals, roads and railways, 
including two particularly useful chapters on the growth of 
British ports and the transmission of news. In Part III Pro- 
fessor Fay manages to breathe fresh life into the tale of Boulton 
and Watt, Kay, Crompton and the rest ; while the last chapters 
cover the growth of Friendly Societies, Trade Unions and the 
Co-operative Movement. 

The book as a whole belongs definitely to the narrative- 
informative, as opposed to the philosophic, type of history. The 
author has a story to tell, and he tells it as such, permitting 
himself hardly ever the luxury of a generalisation. Indeed, this 
is the secret of the book’s charm and interest, as well as of its 
usefulness as a storehouse of facts. There are no sententious 
platitudes about laissez-faire and collectivism (the only chapter 
which approaches these, that on Dogma and Revolt, being 
decidedly the least successful in the book) : there are few tend- 
encies and fewer ’isms. Instead, the author has given us facts, 
concrete, picturesque (accurate !) and remarkably interesting. 
Indeed, Professor Fay has a most rare and refreshing gift for 
making facts live without dragging elaborate deductions from 
them, and for illuminating old knowledge from a new angle. A 
few examples may illustrate this. Thus the social importance 
of the Napoleonic war is at once assessed by a series of figures 
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showing matriculations at Cambridge rising undisturbed from 
1800 to 1815. Again, how many historians trouble to tell us 
that the hydraulic press, the publican’s pull-over tap and the 
water-closet all have a common origin in Bramah’s application 
of the principle of the forcing pump? Or that it was evening 
classes at the Birkbcck Institute that first set Tliomas of steel 
fame on to his researches ? 

If the book has a fault, it is that of over-condensation. There 
are no unnecessary sentences ; hardly one indeed that does not 
tell you some historical fact. Consequently the strain on the 
reader’s attention is at times severe ; and this is aggravated by 
typographical compre.ssion, for the page is uncomfortably crowded. 
Occasionally, also, the author assumes familiarity with matters 
not specifically mentioned in a manner that may be puzzling to 
the unlearned. Thus, on p. 49 a reference to the term “ natural 
outlet ” within the meaning of the Navigation Laws is hardly 
intelligible without further exposition of the actual substance of 
the laws. 

These, however, are details. It remains true that Professor 
Fay has given us a first-rate history with a peculiarly personal 
quality that it is difficult to convey by description. He has 
collected much new material, and served up old familiar things 
with the sauce of new and piquant detail. This is history as it 
should be written. Barbara Wootton 

The Industrial Development of Birmingham and the Black Country^ 
1860-1927. By G. C. Allen. With an Introduction by 
J. F. Rees. (Allen and Unwin. Pp. 479. 25^.) 

With this volume Professor Allen has entered hitherto 
untrodden territory; for though in recent years several wTiters 
have traced the fortunes of particular industries over varying 
periods of time, none has attempted to survey the life-history of 
an industrial region, and few have had the courage to carry their 
story to the present day. 

In one respect the author had good fortune. Although 
Birmingham and the Black Country present an almost bewilder- 
ing diversity of trades, the area is homogeneous in its economic 
life, and its boundaries arc susceptible of closer definition than 
those of perhaps any other of the major industrial provinces of 
Britain. As early as the seventeenth century Birmingham had 
entered upon her career as marketing centre and manufacturer of 
those highly finished and composite products the cost of which is 
largely the remuneration of skilled labour. The Black Country, 
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on the other hand, concentrated on the primary processes of 
mining and smelting, and the production of commodities more 
intimately dependent on the extractive industries. Mr. Allen 
exhibits this contrast at many points of time, and his account of 
the attractive, holding and expulsive forces determining the 
localisation of trades will form a rich quarry for teachers who are 
weary of the stock illustrations. 

The dominant theme, however, is the anatomy of industry 
in 1860 and the following decades. Seventy years ago the 
economic life of the district hinged on the factor, who co-ordinated 
the activities of scattered and specialised domestic workers, 
supplied raw materials and sometimes fixed capital, made weekly 
advances of cash, and directed the distribution and sale of the 
finished product. Sometimes the home-w^orker evolved, (irst, 
into a shop-owner, and then into a factory employer. But even 
in late Victorian times the factory in this area showed marked 
features of its domestic ancestry ; and the typical manufacturer 
relied on sub-contractors to hire, supervise and pay the workers 
in his establishment. In the absence of regulation the system 
was almost inevitably associated with truck, with the exploitation 
of child labour, and with the permanent indebtedness of both 
w^orkers and sub-contractors. 

Only slowly did industry in the Midhands pass from the 
domestic and sub -contracting stages into the factory system with 
its centralised administration. Industrial legislation and the 
growth of joint-stock enterprise aided the process; but it was 
mainly through the rise of new industries superseding the old 
staples that the modern wages contract spread. As the coal- 
mines of South Staffordshire became exhausted or drowned out, 
as Bessemer and open-hearth steel took the place of wTOUght iron, 
heavy industry moved to the coastal coal-fields. And at the 
same time national and international forces too numerous to 
specify were destroying the demand for the product of Birmingham 
craftsmen and Black Country hardware workers. From the 
ruins of these handicrafts there sprang, however, the new machine 
industries producing cycles, motor-cars, electrical apparatus, 
food-stuffs and artificial silk ; for the area with its rich diversity 
of industrial experience formed “ a reservoir of the kind of skill 
and technical knowledge required.” The story forms a fascinat- 
ing study in adaptation, a corrective to the conception of industry 
as an architectural structure to be underpinned when bad times 
come, and a vindication of the view of it as an organism working 
out its salvation by adjusting itself to the economic milieu. 
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The effect of the war and the post-war depression was to 
accelerate tendencies in operation before 1914 and to call for 
“ economic resilience in an even higher degree. If, as Mr. Rees 
suggests in his judicious introduction, the West Midlands have 
anticipated the course which British manufacture is to take, the 
volume must bo indispensable to the student of contemporary 
problems. Dr. Allen shows that the rise of new industries offering 
well-paid employment in Birmingham was compatible with low 
wages and unemployment only a few miles away in the Black 
(.^ountry. He thus gives historical support to those who hold 
that relief must come to the industrial North and to South Wales 
to-day by the growth of new activities in these places rather than 
by a transference of labour to other areas. Again, the experience 
of the Black Country suggests that British industries suffering 
from foreign competition are likely to do better by concentrating 
on higher-grade products than by attempting to win back the 
bulk trade. Economic history written, as it should be, by an 
economist whose eye is on the past because he is alive to present 
tendencies, may indeed serve as a guide to policy. 

Enough has been said to indicate the high merits of the 
volume. It remains to point out some minor defects. There are 
obvious misprints on p. 2S, 1. 8, p. 167, 1. 23, p. 361, 1. 8, and 
p, 417, 1. 19. By a curious slip, “ East and “ West are 
transi)osed on the compass rose of the map on p. x, and this is 
perhaps why Dr. Allen writes “ western where he means 
“ eastern on p. 4, 1. 3, and p. 5, 1. 30. Perhaps where so much 
is offered we ought not to complain of omissions ; but more 
discussion might have been given to trade unionism in an area 
where it has developed distinctive characteristics, and some 
reference might well have been made to the grow'th of organised 
marketing in Birmingham. The book suffers from repetition, 
and statements that are arresting on a first appearance sometimes 
appear jaded after a fifth or sixth encore. But the most serious 
defect is that, though the chapters dealing with earlier history are 
well documented, there are relatively few references to sources in 
the last third or half of the book. The author pleads that many 
of his informants desired anonymity, and urges that the matter is 
not serious, since readers can check his statements by consulting 
business men in the area. But it detracts from the value of what 
might have been, and may still be, a permanent work of reference. 

T. S. Ashton 
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Ind nstrial Efficiency and Social Economy, By Nassau W. Senior. 

Original MSS. arranged and edited by S. Leon Levi. (P. S. 

King & Son. Vol. I, pp. xxiii + 375; Vol. II, pp. ii + 422. 

325 .) 

Nassau William Senior, first Professor of Political Economy 
at Oxford, is after Ricardo and Mill the most important figure 
among the English classical economists. In many \va 3 ^s indeed 
his claims are not inferior to Mill’s. It is true that ho j)ossessod 
neither the wide philosophical vision nor the pa.ssion for human 
improvement which make Mill the Saint of the Social Sciences. 
But in the more strictly technical fields he had an analytic power 
at least equal to Mill’s, and an originality and imagination in 
many wa^’S superior. Mill’s Principles and his Essays are 
essentially a s^’^stomatisation of the classical system. They sum 
up what has gone before rather than point the way to what is 
to come after. Senior’s Political Economy and his various tracts, 
although written for the mo.st part considerably earlier, aie 
incomparably more forward-looking, more progressive - at once 
more critical of Ricardo, and more fertile of new invention. He 
discards the wage fund in its more rigid form, anticipates the 
produce theor 3 ^ revolutionises the theory of costs and interest, 
and recognises, if he does not work out, the significance of 
marginal utility. In the theory of international trade his 
development of the Ricardian theory is so striking as to be 
equivalent to innovation. Longfield apart, there is no classic 
with so modern a flavour. Indeed, if a list were to bo compiled 
of those who, before Marshall, added most to the technical eqiii])- 
ment of economic anal^’sis in this countr^^ a good case could bt‘ 
made out for putting Senior rather than Mill between Ricardo 
and Jevons. 

For tliis reason, therefore, when some twelve j’oars ago it was 
announced that the Strachey family had discovered several 
volumes of manuscript lectures by Senior, all good students of the 
classics felt that an event had occurred second only in importance 
to the discovery of the Ricardian manuscripts. It was improbable 
that the new lectures would prove so illuminating as the Letters to 
McCulloch or the Notes on Malthus. But it was not excluded that 
another set of lectures as important as the Lectures on the Cost oj 
obtaining Money would be forthcoming. 

Alas, poor Senior has been as unfortunate in his editor as 
Ricardo has been fortunate. It is difficult to imagine an 
aciademic catastrophe more lamentable than that which has 



1930] 


THE AOKICULTURAL CREDITS ACT, 1928 


257 


compensation from the Ministry of Agriculture under the Diseases 
of Animals Acts, 1894-1927, or Destructive Insects and Pests Acts, 
1877-1927, as though it was money received by way of sale to be 
accounted for in accordance with the conditions of the charge. 

An applicant for a short-term loan .secured by a fixed or float- 
ing agricultural charge is not restricted to making a])plication to 
one of the nine shareholding banks of the Agricultural Mortgage 
Corporation as in the case of long-term and land improvement 
loans. The bank must, however, be one of the ai)proved banks 
included in a list kept by the Ministry of Agriculture under 
Sec. 5 (7). All banks which have so far applied have been put 
on the list. These include the bank owned by the Wholesale 
Co-operative »Society, and several Scottish banks which have 
branches in England. The apparent intention of the Act was 
that live-stock should be covered by a floating charge, «nd assets 
of a more durable character, such as milling machinery, were to 
be covered by a fixed charge. In practice bank’s charges are 
expressed always as both fixed and floating charges. It takes a 
fixed charge on all the agricultural assets specified in the schedule 
and a floating charge on all agricultural assets, present and future, 
belonging to the farmer. The farmer at the same time that he 
executes the charge is asked to fill in an A.C. 1 form (or, in the case 
of the borrower, being an agricultural Society giving a debenture 
under Sec, 14, an A.C. 2 form). The manager of the branch 
forwards the form and the charge to Head Office, where it is con- 
sidered and sanctioned by the Branch Inspection Office to which 
the branch belongs and by the Joint General Managers. If the 
loan is sanctioned, the A.C. 1 form is sent to the Land Registry for 
registration within seven clear days of execution. The agree- 
ment is not regarded as complete and the money is not placed at 
the disposal of the farmer until notice has been received from 
Head Office that the loan has been sanctioned and the charge 
registered. The charge is exempt from stamp duty, and the 
only expense incurred by the farmer Is the b«?. registration fee. 
On the farmer’s repaying the loan the charge is cancelled and 
returned to the farmer and a memortandum of cancellation regis- 
tered, for which another L^. fee is charged. 

Special provisions w'cre iiisertod in Sec. 12 of the Act to prevent 
a bank which was unsecured or partly secured in respect of 
advances made before August 3, 1928, when the Act came into 
force, obtaining an unfair advantage over other creditors by 
taking a floating charge to cover the advances then outstanding 
^^-ud any subsequent advances. The section is so curiously worded 
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that it may mean that if a bank has lent money which was out- 
standing on August 3, 1928, even though it has been subsequently 
repaid, the bank will still have to deduct it from the amount 
secured in respect of any subsequent advances. Consequently 
branches have been instructed by the Head Offices not to lend 
any money on agricultural charges to farmers who owed any con- 
siderable sum to the bank on August 3, 1928. As Sec. 12 remains 
in force until January 1, 1931, very few short-term advances 
will be made until then. L. Le M. Minty 



REVIEWS 


The Social and Economic Development of Scotland before 1603. 

By I. F. Grant. (Oliver and Boyd. 1930. Pp. xii + 594. 

215. net.) 

Mrss Grant’s book may be compared in several respects to 
Kant’s Prolegomena. In each case there is a new departure — 
with Kant “towards any future metaphysic,” and with Miss 
Grant towards a future economic history of Scotland. For the 
author herself would be the first to concede that her book is not 
such a history, though it is the necessary preparation for it. 
During a long period writers on this subject were content to take 
speculation as fact or to accept the mere assertions of their 
predecessors as if they were facts ; indeed up to the end of the 
nineteenth century writings in this field were an interesting 
survival of the uncritical attitude of the monkish chronicles. 
Later, the position \vas further confused by one tendency towards 
assuming that English development at early times was repeated in 
Scotland, or by the contrary attitude that, since it was discovered 
to be different in some respects, it was altogether different. 
Meanwhile the w'ork of a number of societies in printing manu- 
scripts, and the publication of Calendars of State Papers, were 
gradually providing material, though even at the present time 
much that the economic historian requires remains unpublished. 
A curious coincidence emphasises this j^oint. In the same month 
that Miss Grant’s book was issued there also appeared the 
“ Copiale Prioratus Sanctlandree ” a substantial volume of 527 
pages printed from a MS. discovered by Professor Baxter at 
Walfenbiittel. The fact that it is one of a group of nine Scottish 
MSS. which had been “ borrowed ” shows that Scottish manu- 
scripts wandered as far as Scots Soldiers ; and it w ill be necessary 
eventually to extend the search for Documents to the Continent, 

It follows that Miss Grant has been confronted wdth a most 
difficult problem. She has to present a picture, based on the 
available evidence, which will have some form and at the same 
time will not strain that evidence. In doing so she contrives by 
^'^Kg^stion, rather than explicit statement, to show the great 
number of places in which more light is required before the way 
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of the student can be discerned, even faintly. This requires a 
high degree of skill, and, as might be expected from the author of 
Everyday Life on an Old Highland Farm, she undertakes her 
solution in the spirit of regarding “ the arrangement of historical 
matter as much more an art than a science.” Also, during the 
period covered, the great problem of Scottish social and economic 
development was concerned with the possession of land; and, 
as regards primitive Scottish agriculture, she has absorbed not 
merely the technique but the essential spirit — “ that strange 
persistence of more ancient things that survives dumb and re- 
cessive and yet part and parcel of the life-stream of the race.” 
Further, one cannot but be impressed by the wide range of Miss 
Grant’s sympathy and insight. At one end of the scale important 
confirmatory evidence on a point of considerable moment is 
obtained by a comparison of Highland and Lowland fairy tales ; 
at the other, after quoting evidence as to certain forms of organ- 
isation, she is careful to state that there are not sufficient instances 
to establish a general conclusion. It is highly skilled craftsman- 
ship to make a story of wonderful fascination to Scotsmen, and 
one which cannot be neglected by any who treat economic and 
social development comparatively, and at the same time to 
impress on the reader how much remains to be discovered before 
the picture can be seen with a due balance of light and shade. 
In this respect the book seems to mirror the troubled soul of the 
people in the period which it describes — ceaseless effort and 
striving, yet with the ultimate result in the far distance, only at 
most to be hoped for. 

The significance of Miss Grant’s brilliant work thus lies in its 
suggestiveness for the future. Especially it makes one think, 
and it is not to be taken as derogatory of its great merits that 
one wonders sometimes why, even with our present imperfect 
knowledge, some parts have not been treated more fully or 
differently. At the beginning, the era before 1057 (the beginning 
of the reign of Malcolm III) is described as “ pre-history ” and is 
dismissed in nine pages. In the whole source-material of history 
there is no part that has been so thoroughly examined as Scottish 
archaeological remains; and, even if the results as regards eco- 
nomic development are scanty, much more could have been 
gleaned. Then “ that mysterious people, the Piets,” is not so 
mysterious after all. A good deal can, for instance, bo extracted 
about their social conditions from A. B. Scott, The Pictish Nation. 
One would think that, if Miss Grant’s sympathies are not too 
deeply enlisted by the Gael, she would be rather fascinated by 
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the task of restoring the Pictish literature, which, it is now urged, 
the Gaels stole, in the spiritual sense of translating it and giving 
it out as their own — ^the exact reverse of Macpherson and Ossian. 
Also it would provide her with an earlier case of the tragedy she 
sees in the fall from the golden age (relatively to the one that 
succeeded it) of the twelfth and thirteenth centuries. It is to be 
feared that the golden age was much alloyed. Thus William the 
Lion (1166-1214) is said to be responsible for the “ law that is 
called claremathan,** which shows that, even already, cattle- 
lifting had become an institution. 

An omission may be noticed, namely, that there is no reference 
to usury during the mediaeval period. Is this accidental or is it a 
fact that Scotland was the only civilised country where Church- 
men avoided reference to the condemnations of so many councils 1 
Though the latter seems unlikely, should it chance to be so, the 
fact would be of great significance. 

Yet again Miss Grant makes one think. During the period 
that the wealth of Britain consisted of wool and its products, 
how did it come that Scotland was not more prosperous ? — ^for, 
relative to its total area, the amount of land specially suitable 
for sheep was a much higher proportion than in England. Wool 
was exported at a very early period. Hence the natural conditions 
were suitable for a highly profitable trade. The obvious explana- 
tion would probably be that the wars with England and the 
continual civil strife consumed the stock. The picture merits 
the sombre brush of Dante — the rigorous execution of “ letters 
of fire and sword,” the coasts of Fife a haunt of pirates, the 
murderers of Cardinal Beaton maintaining themselves against 
the remnant of law in the castle of the murdered man for a period 
of two years, so that, as Miss Grant says, by 1587 the country 
was “ at the nadir of lawlessness,” and a contemporary writer of 
the previous century exclaims, “ I have seen the injuries which 
are done, the tears of the innocent, the helpless and the destitute, 
who cannot resist violence and have none to comfort them.” 
Yet this explanation is not altogether satisfactory, since the 
Church was the great flockmaster. The Church owned much 
more than half the wealth of Scotland. It is by no means im- 
probable that the value of its wool was three-quarters of the 
whole product of the country. Now, wtis disorder so great that 
contending nobles committed sacrilege in raiding the patrimony 
of the Church ? One scarcely would think so unless definite 
evidence were produced, all the more since in the English invasion 
of 1646, while no less than 248 towns and villages were destroyed, 
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the same fate was meted out to only seven monasteries and 
“ frear houses ” — though the former included the abbeys of 
Kelso and Melrose. One is inclined to regard the provisional 
hypothesis that the sheep were inferior. It is true that Hector 
Boethius (circ. 1460), Munster (1550), Ubaldini (1588) have been 
quoted as speaking of the fineness of Scottish wool. It seems 
possible that there is misinterpretation here, but one cannot 
speak positively. The words of the second are “ nullibi melior 
et tenerior lana,” and of the third, “ non piccola parte di quella 
delicata ct gentile.” It is cert«ain that at the end of the eighteenth 
century there were universal complaints of the bad quality of 
Scottish wool. This was attributed to deterioration of the breed 
of sheep. Now it appears from a Report of the Highland Society , 
associated with the names of Sir John Sinclair and Dr. Anderson, 
and printed in 1790, that on the mainland the original sheep were 
extinct and were only to be found in Shetland. These were 
the kindly sheep ” and the “ beaver sheep ” ; both had fine wool, 
but the yield per sheep was small. The latter had fine wool 
only about the neck; the remainder of the body was covered 
largely or altogether with hair or bristles. Thus it seems as if 
the evidence available may be interpreted as showing that 
sixteenth-century accounts of the quality of Scottish wool were 
not untrue, but that the quantity per sheep was small. There 
is other evidence tending in the same direction. Accordingly, 
on this basis, one important cause of the slow economic progress 
of Scotland may have been the low yield of wool per 1,000 acres. 
The quality probably remained good, but the quantity was 
deficient^ — at least in part and quite possibly in the main through 
peculiarities of the breed or breeds of sheep. 

W. R. Scott 

The Early History of Banking in England. By R. D. Richards, 
Ph.D., B.Sc. (Econ.) Lond. (P. S. King & Son, Ltd., 
London. 1929. Pp. xx + 319. 15^. net.) 

Select Statutes Documents and Reports relating to British Banlcing^ 
1832-1928. Selected with an Introduction by T. E. Gre- 
gory, Sir E. Cassel Professor of Banking and Currency in 
the University of London. (Oxford University Press. 1929. 
Vol. I, 1832-44, pp. lx + 147 ; Vol. II, 1847-1928, pp. viii + 
391. 21^. net, or Vol. I, IOj. Od., Vol. II, 125. 6d.) 

These volumes cover the infancy and manhood of banking in 
this country. It is true that Dr. Richards in his eighth chapter 
professes to give the “ salient features of English banking history 
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in the eighteenth and early nineteenth centuries,” but after 1707 
his sketch is very jierfunctory indeed. The history of banking 
under the Bank of England’s monopoly, the growth of country 
banking, and the financing of the Napoleonic wars all require to 
be re-examined with direct reference to the original sources. 
Dr. Richards has been able to throw much light on early history 
by his research in documents hitherto not examined, and it is to 
be expected that as much illumination would be derived from a 
similar exploration of State and private documents of the eigh- 
teenth century, and from a collation of the extensive permanent 
and fugitive writings on financial tojjics of that period. Professor 
Cannan, in The Paper Pound of 1797-1821 and in his re-issue of the 
Report of the Bullion Committee, and Professor Gregory, in his 
introduction to the new edition of Tookc and Ncwmarch’s History 
of Prices^ have provided the raw material for studying the currency 
problems arising out of the finance of the w^ar with France, and in 
the volumes before us Professor Gregory takes up the story at a 
time when “ British banking had already advanced some stages in 
the process of adaptation to a more complex economic environ- 
ment.” Through controversy and crisis his documents lead us to 
the re-establishment of the gold standard in 1925 and to the 
amalgamation of the note issues in 1928. 

It is difficult to enough in praise of the tw o w orks before 
us. Dr. Richards has had perhaps the more attractive task in 
depicting the emergence and gradual development of financial 
organisation and in narrating the early struggles of a great 
institution. His account is full of colour and vigour, and, once 
begun, it is not easy to lay the book down. Contemporary books 
and pamphlets, manuscripts previously not examined, the early 
Court Minute Books of the Bank of England (hitherto shrouded 
from the public gaze), “ the earliest ledgers and other documents of 
the historic banking houses of Hoarc and Child,” the contemporary 
Minute Books of the Treasury, have been placed at his disposal or 
been discovered by him, and out of them he has w'oven a clear and 
succinct narrative. Professor Gregory’s account is more sedate 
in form, but it covers such excitements as the unrestrained con- 
troversies that raged round the Bank Act of 1844, the crises of 
1847, 1857, and 1866, and the finance of the European w^ar. Ho 
has rejirinted the chief Acts of Parliament, given illustrative 
extracts from the Reports of, and evidence given before, Select 
Committees, and drawn on the contemporary comments made at 
times of crisis by The Times and the Economist, and the w^hole of 
his subject-matter is held together by an Introduction in which, 
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with admirable clarity, are discussed the fundamental principles 
of banking which underlay all the disputes and came to the surface 
in times of great emergency. 

Trade with the Continent led to dealing in foreign moneys and 
to the assignment of mercantile debts by means of the bill of 
exchange. By the time of Elizabeth “ the merchant, the broker, 
the scrivener, and the goldsmith became prominent as financial 
intermediaries,*’ and Gresham w'as the first English financier to 
raise Royal loans from private citizens. Wealthy merchants lent 
moneys to the State and carried on exchange transactions. 
Brokers w'ere in part pawnbrokers, but some undertook the 
business of exchange and developefl into bullion-dealers or into 
stock-jobbers who dealt in the shares of the trading companies, 
which were becoming numerous. The scriveners who wrote 
bonds or contracts acquired “ an intimate knowledge of financial 
and mercantile transactions,” and in the seventeenth century 
were recognised custodians of deposits for which they found 
employment. ” It does not appear from the available contem- 
porary evidence that the goldsmiths were outstanding figures in 
the London money market of Elizabethan and Jacobean times ” ; 
they were primarily jewellers and lapidaries and occasionally 
money-lenders. 

If the scrivener was the primitive banker of the early seven- 
teenth century, his place was taken after the Civil War by the 
goldsmith bankers. They received deposits on which they paid 
interest, made loans, discounted both inland and foreign bills of 
exchange, dealt in bullion and foreign moneys, and financed 
the warlike operations of the State. The receipt which the 
goldsmith gave, acknowledging the receipt of money left in his 
charge, developed into an assignable instrument when the gold- 
smith was allowed to use such deposits. It took the form of a 
promissory note issued by the goldsmith as a loan, and sometimes 
had no metallic backing ; it was currency. The next step waj3 the 
drawing of a cheque by the depositor on his deposit ; such date at 
least from the 1670’s. It seems unsound, however, for the author 
to consider that ** the immediate precursors of the modern 
cheque ” were the orders drawn on the Exchequer by officials or 
pensioners requesting payment of “ debentures ” due to them to 
be made to some specified persons ; an assignment of salary or a 
direction for payment to be made to an agent is not a cheque. 
Houses like those of Yyner, Backwell, Meynell, Whitehall, and 
others were very powerful. Backwell kept deposits of other 
bankers and financed the Dunkirk expedition. 
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After the Restoration the tally for a loan to the Exchequer 
bore interest, and the repayment order or “ order of loan ” 
accompanying it was assignable by endorsement; such orders 
were frequently discounted by goldsmith bankers. “ Fiduciary 
orders ** were next issued by the Exchequer, not in acknowledgment 
of loans but as charges on subsequent revenue ; they were, in 
truth, an inflation of the currency. Between 1667 and 1671 large 
numbers were discounted by the bankers, and the inability of the 
revenue to cover repayments led to the suspension of cash pay- 
ments in 1672, known as the “ Stop of the Exchequer.” The 
debt due by the Crown, mostly to goldsmith bankers, was about 
£2,250,000, and the suspension brought many to ruin. In 1674 
Charles II authorised payment of £140 000 as interest, and in 1677 
the remaining debt was charged at 6 per cent, on the Hereditary 
Excise, each banker assigning his share pro rata to the depositors 
concerned as his creditors. This may be regarded as the 
beginning of the National Debt, and the amount due was ultimately 
extinguished in 1723. Dr. Richards deserves great credit for the 
discovery of two Exchequer books of account containing a large 
part of the transactions involved in the “ Stop,” and for thus 
clearing up the history of an event hitherto obscure. 

The gross failure of the issue of paper money by an incom- 
petent and embarrassed Exchequer turned men’s minds to the 
establishment of some institution which would provide a sufficient 
supply of currency. Many plans, from 1571 onwards, were pro- 
posed for a national credit institution, varying in character from a 
Mont de Pi6te to a central bank. Gradually, they took the form 
of projects for a land bank, based on mortgages of real estate, and 
Asgill, Barbon, Briscoe, and Chamberlen promoted such banks in 
1695 and 1696. Run with varying degrees of sanity and honesty, 
they had a brief and hectic career. Another wild-cat institution 
was the Million Bank with its speculations in life annuities, while 
the Orphans’ Fund of the City of London, with its offshoot the 
Bank of the City of London, by speculating in Government loans 
brought the City’s finances to the verge of collapse. Dr. Richards 
has gathered together much interesting information regarding this 
crazy quilt of finance, whose main importance is that it repre- 
sented the yeasty condition of the London money market. If the 
metaphors are mixed it is because no plain statement can describe 
a situation so mixed wdth crankiness and common-sense. 

This was no favourable milieu for the foundation in 1694 of 
the Bank of England ” for the better raising and paying into the 
Receipt of the Exchequer the sum of twelve hundred thousand 
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pounds ” at 8 per cent., and various attempts to give it a monopoly 
culminated in the Act of 1707 forbidding partnerships of more 
than six persons to engage in banking in England. From the 
early Court Minute Books Dr. Richards has extracted much 
curious and interesting detail as to the development of the bank- 
note and the cheque and as to the financing of William Ill’s 
campaigns on the Continent. These need not be dealt with here. 
The infant Bank, however, in 1696 had to make a partial sus- 
pension of cash payment, because, while as agent for the Govern- 
ment it was calling in the old debased coinage, it did not receive 
the new coin from the Mint in sufficient quantities. B\it by the 
end of the first decade of the eighteenth century it had established 
its position and had undertaken the circulation of Exchequer 
Bills for the Government. Here Dr. Richards’s history really 
ends. 

It would be tedious to give a list of the documents in Pro- 
fessor Gregory’s two volumes, and, in truth, a reviewer can have 
no excuse for copying out his author’s “ Contents ” pages. Those 
in the first volume deal with the inquiries and controversies 
leading up to the Bank Act of 1844. These begart with the 
triangular fight between the Bank of England, the country banks, 
and the joint-stock banks which after 1825 could bo established 
outside a sixty-five mile radius from London. The modern idea 
of a Central Bank was then unfamiliar, and views as to note-issues 
were, to say the least, confused. The pilictice and professed 
principles of the Bank of England were often in conflict. To 
summarise the discussion here is impossible, but the first twenty- 
four pages of Professor Gregory’s Introduction will be found an 
admirable guide through a land covered with thickets aifd thorns. 

The second volume is divided into three parts. The first deals 
with the crisis of 1847, that of 1857, the Overend Gurney crash 
of 1866, the Baring crisis of 1890, and the American crisis of 1907. 
The second part contains documents relative to the regulation of 
joint-stock banks and to private note issues, while the third covers 
war and post-war legislation. Issues of consequence in banking 
policy emerged by 1858 — the“ relaxing power,” the ability of the 
Bank Directors to act against their own immediate interest, the 
discount rate as a means of market control, the Bank as the 
“ ultimate reservoir of credit ” and the bill market, the rate of 
interest on deposits. Discussion of these points occupies the 
admirable seventh section of the Introduction. 

The proper constitution of a Bank is now settled, and the 
ancient quarrels regarding the suitability of joint-stock banking 
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seem like the battles of the kites and crows. To the perusal of 
Professor Gregory’s summary one may suggest to the student to 
add a reading of The Amalgamation Movement in Ejiglish Banking, 
by J. Sykes, B.A., M.Com. (P. S. King & Sons, Ltd.). 

“The characteristic feature, economically speaking,” says 
Dr. Gregory, “ of British banking in the three-quarters of a 
century before the war is the gradual elimination of the private 
banker and the growing size of the banking unit.” The strength 
of the joint-stock banks lay in their ability to raise capital, and 
the power to expand, so arising, naturally led to the absorption of 
other banks. The limit to the expansive movement of each 
bank is such an organisation as will represent the maximum degree 
of inter-local compensation of risks and resources ; the limit to 
the expansion of all banks taken together will be given, in so far 
as they are guided by calculations of jmre profit and loss, by the 
general growth of the economic organism in which they are 
operating. But competition may easily force expansion beyond 
this point, both as regards any single bank or all banks taken 
together.” With this development the old antagonism between 
the Bank of England and certain of the joint-stock banks had to 
come to an end ; othervidse, the Bank could not properly function 
as a Central Bank. “ The balance of power really lay with the 
joint-stock banks. They could always drive the brokers into the 
Bank at a moment of crisis, and thus get gold or notes out of the 
Banking Department ; and, in the end, if the Bank wanted to 
avoid disaster, it was in any case bound to help solvent banks.” 

As to the effects of currency legislation during the war. Pro- 
fessor Gregory thinks, with some justice, that “ it is even now 
doubtful whether at any time during the war the responsible 
authorities w'ere fully aware of what they were doing.” The 
“ Cunliffe limit ” of 1919 to the issue of uncovered Treasury notes 
he regards as “ the cause of the check to the u])ward trend of 
prices and of industrial expansion which marked the second half 
of the year 1920,” an opinion w'hich can by no means be accepted 
simply and unconditionally. He does not express a view' as to 
the economic propriety of the return to the gold standard in 
1926, but concludes his Introduction by saying that, “ with the 
passage of the Act of 1928 the seal has for the time being been 
put, not only on the efforts to repair the damage inflicted by the 
war upon the British currency standard, but also on the long effort 
to amend the Bank Act of 1844, w'hich began with the Report of 
the House of Lords Committee in 1848.” A safe, if somewhat 
cryptic, saying 1 Henry W. ^L\CROSTY 
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Great Britain frotn Adam Smith to the Present Day, By Pro- 
fessor C. R. Fay. (London : Longmans. 1928. Pp. 460. 
I2s. 6d.) 

Professor Pay’s book immediately takes place in the front 
rank of the now numerous volumes dealing with nineteenth-century 
economic history; and it has the additional merit of carrying 
the story over the boundary of the century right up to contem- 
porary affairs. The book would be a fine achievement by an 
author who had constant access to published and unpublished 
sources in this country. As the work of one who has for many 
years lived overseas it is indeed remarkable. What Professor 
Trevelyan did for the nineteenth century as a whole, Professor 
Fay has now accomplished for its economic aspects. 

The author groups his work into four main sections — Fiscal 
Policy and Finance, Trade and Transport, Agriculture and 
Industry, and Life and Labour. In the first he deals with the 
policy of Premiers and Chancellors from Walpole to Gladstone 
(the last name great enough, in his view, to head a chapter) ; in 
the second, with the development both of overseas trade and of 
internal communications by way of canals, roads and railways, 
including two particularly useful chapters on the growth of 
British ports and the transmission of news. In Part III Pro- 
fessor Fay manages to breathe fresh life into the tale of Boulton 
and Watt, Kay, Crompton and the rest ; while the last chapters 
cover the growth of Friendly Societies, Trade Unions and the 
Co-operative Movement. 

The book as a whole belongs definitely to the narrative- 
informative, as opposed to the philosophic, type of history. The 
author has a story to tell, and he tells it as such, permitting 
himself hardly ever the luxury of a generalisation. Indeed, this 
is the secret of the book’s charm and interest, as well as of its 
usefulness as a storehouse of facts. There arc no sententious 
platitudes about laissez-faire and collectivism (the only chapter 
which approaches these, that on Dogma and Revolt, being 
decidedly the least successful in the book) : there are few tend- 
encies and fewer ’isms. Instead, the author has given us facts, 
concrete, picturesque (accurate !) and remarkably interesting. 
Indeed, Professor Fay has a most rare and refreshing gift for 
making facts live without dragging elaborate deductions from 
them, and for illuminating old knowledge from a new angle. A 
few examples may illustrate this. Thus the social importance 
of the Napoleonic war is at once assessed by a series of figures 
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showing matriculations at Cambridge rising undisturbed from 
1800 to 1815. Again, how many historians trouble to tell us 
that the hydraulic press, the publican’s pull-over tap and the 
water-closet all have a common origin in Bramah’s application 
of the principle of the forcing pump ? Or that it was evening 
classes at the Birkbeck Institute that first set Tliomas of steel 
fame on to his researches ? 

If the book has a fault, it is that of over-condensation. There 
are no unnecessary sentences : hardly one indeed that does not 
tell you some historical fact. Consequently the strain on the 
reader’s attention is at times severe ; and this is aggravated by 
typographical compression, for the page is uncomfortably crowded. 
Occasionally, also, the author assumes familiarity with matters 
not specifically mentioned in a manner that may be puzzling to 
the unlearned. Thus, on p. 49 a reference to the term “ natural 
outlet ” within the meaning of the Navigation Laws is hardly 
intelligible without further exposition of the actual substance of 
the laws. 

These, how'ever, are details. It remains true that Professor 
Fay has given us a first-rate history with a peculiarly personal 
quality that it is difficult to convey by description. He has 
collected much new material, and served up old familiar things 
with the sauce of new and piquant detail. This is history as it 
should be written, Barbara Wootton 

The Industrial Development of Birmingham and the Black Country, 
1860-1927. By G. C. Allen. With an Introduction by 
J. F. Rees. (Allen and Unwin. Pp. 479. 255.) 

With this volume Professor Allen has entered hitherto 
untrodden territorj’'; for though in recent years several writers 
have traced the fortunes of particular industries over varying 
periods of time, none has attempted to survey the life-history of 
an industrial region, and few have had the courage to carry their 
story to the present day. 

In one respect the author had good fortune. Although 
Birmingham and the Black Country present an almost bewilder- 
ing diversity of trades, the area is homogeneous in its economic 
life, and its boundaries are susceptible of closer definition than 
those of perhaps any other of the major industrial provinces of 
Britain. As early as the seventeenth century Birmingham had 
entered upon her career as marketing centre and manufacturer of 
those highly finished and composite products the cost of which is 
largely the remuneration of skilled labour. The Black Country, 
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on the other hand, concentrated on the primary processes of 
mining and smelting, and the production of commodities more 
intimately dependent on the extractive industries. Mr. Allen 
exhibits this contrast at many points of time, and his account of 
the attractive, holding and expulsiv^e forces determining the 
localisation of trades will form a rich quarry for teachers who are 
weary of the stock illustrations. 

The dominant theme, however, is the anatomy of industry 
in 1860 and the following decades. Seventy years ago the 
economic life of the district hinged on the factor, who co-ordinated 
the activities of scattered and specialised domestic workers, 
supplied raw materials and sometimes fixed capital, made weekly 
advances of cash, and directed the distribution and sale of the 
finished product. Sometimes the home-worker evolved, first, 
into a shop-owner, and then into a factory employer. But even 
in late Victorian times the factory in this area showed marked 
features of its domestic ancestry; and the typical manufacturer 
relied on sub-contractors to hire, supervise and pay the workers 
in his establishment. In the absence of regulation the system 
was almost inevitably associated with truck, with the exploitation 
of child labour, and with the permanent indebtedness of both 
workers and sub-contractors. 

Only slowly did industry in the Midlands pass from the 
domestic and sub -contracting stages into the factory system with 
its centralised administration. Industrial legislation and the 
growth of joint-stock enterprise aided the process; but it was 
mainly through the rise of new industries sui)erseding the old 
staples that the modern wages contract spread. As the coal- 
mines of South Staffordshire became exhausted or drowned out, 
as Bessemer and open-hearth steel took the place of wrought iron, 
heavy industry moved to the coastal coal-fields. And at the 
same time national and international forces too numerous to 
specify were destroying the demand for the product of Birmingham 
craftsmen and Black Country hardware workers. From the 
ruins of these handicrafts there sprang, however, the new machine 
industries producing cycles, motor-cars, electrical apparatus, 
f ood-stufEs and artificial silk ; for the area with its rich diversity 
of industrial experience formed “ a reservoir of the kind of skill 
and technical knowledge required.” The story forms a fascinat- 
ing study in adaptation, a corrective to the conception of industry 
as an architectural structure to be underpinned when bad times 
come, and a vindication of the view of it as an organism working 
out its salvation by adjusting itself to the economic milieu. 
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The effect of the war and the post-war depression was to 
accelerate tendencies in operation before 1914 and to call for 
“ economic resilience ” in an even higher degree. If, as Mr. Rees 
suggests in his judicious introduction, the West Midlands have 
anticipated the course which British manufacture is to take, the 
volume must bo indispensable to the student of contemporary 
problems. Dr. Allen shows that the rise of new industries offering 
well-paid employment in Birmingham was compatible with low 
wages and unemployment only a few miles away in the Black 
Country. He thus gives historical support to those who hold 
that relief must come to the industrial North and to South Wales 
to-day by the growth of new activities in these places rather than 
by a transference of labour to other areas. Again, the experience 
of the Black Country suggests that British industries suffering 
from foreign competition are likely to do better by concentrating 
on higher -grade products than by attempting to win back the 
bulk trade. Economic history written, as it should be, by an 
economist whose eye is on the past because he is alive to present 
tendencies, may indeed serve as a guide to policy. 

Enough has been said to indicate the high merits of the 
volume. It remains to point out some minor defects. There are 
obvious misprints on p. 28, 1. 8, p. 167, 1. 23, p. 361, 1. 8, and 
p. 417, 1. 19. By a curious slip, “East” and “West** are 
transposed on the cotapass ro.se of the map on p. x, and this is 
perhaps why Dr. Allen writes “ western ** where he means 
“ eastern ’* on p. 4, 1. 3, and p. 5, 1. 30. Perhaps where so much 
is offered wo ought not to complain of omissions ; but more 
discussion might have been given to trade unionism in an area 
where it has developed distinctive characteristics, and some 
reference might well have been made to the growth of organised 
marketing in Birmingham. The book suffers from repetition, 
and statements that are arresting on a first appearance sometimes 
appear jaded after a fifth or sixth encore. But the most serious 
defect is that, though tlie chapters dealing with earlier history are 
well documented, there are relatively few references to sources in 
the last third or half of the book. The author pleads that many 
of his informants desired anonymity, and urges that the matter is 
not serious, since readers can check his statements by consulting 
business men in the area. But it detracts from the value of what 
might have been, and may still be, a permanent work of reference. 

T. S. Ashton 
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Ind ifstrial Efficiency and Social Ecoywtny, By Nassau W. Senior. 

Original MSS. arranged and edited by S. Leon Levi. (P. S. 

King & Son. Vol. I, pp. xxiii + 375; Vol. II, pp. ii + 422. 

325.) 

Nassau William Senior, first Professor of Political Economy 
at Oxford, is after Ricardo and Mill the most important figure 
among the English classical economists. In many ways indeed 
his claims are not inferior to Mill’s. It is true that ho possessed 
neither the wide philosophical vision nor the j)assion for human 
improvement which make Mill the Saint of the Social Sciences. 
But in the more strictly technical fields he had an analytic power 
at least equal to Mill’s, and an originality and imagination in 
many ways superior. Mill’s Principles and his Essays an^ 
essentially a systematisation of the classical system. They sum 
up what has gone before rather than point the w^ay to what is 
to come after. Senior’s Political Economy and his various tracts, 
although written for the most part considerably earlier, are 
incomparably more forward-looking, more progressive —at onct^ 
more critical of Ricardo, and more fertile of new invention. He 
discards the wage fund in its more rigid form, anticipates the 
produce theory, revolutionises the theory of costs and interest, 
and recognises, if he does not work out, the significance of 
marginal utility. In the theory of international trade his 
development of the Ricardian theory is so striking as to be 
equivalent to innovation, Longfield apart, there is no (;Iassir 
with so modern a flavour. Indeed, if a list were to bo compiled 
of those who, before Marshall, added most to the technical eq\iip- 
ment of economic analysis in this country, a good case could be 
made out for putting Senior rather than Mill between Ricardo 
and Jevons. 

For this reason, therefore, w'hen some twelve years ago it was 
announced that the Strachey family had discovered several 
volumes of manuscript lectures by Senior, all good students of the 
classics felt that an event had occurred second only in importance 
to the discovery of the Ricardian manuscripts. It w as imj)robablc 
that the new lectures would prove so illuminating as the Letters to 
McCulloch or the Notes on Malihus, But it was not excluded that 
another set of lectures as important as the Lectures on the Cost of 
obtaining Money w’ould be forthcoming. 

Alas, poor Senior has been as unfortunate in his editor as 
Ricardo has been fortunate. It is difiicult to imagine an 
academic catastrophe more lamentable than that which has 
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The Bank for International SeHhmtnL^. By Paul Ii]inziu. 

(Mo,cmillan. Pp. 171). 6rf.) 

It may be confidently anticipated that Or. Kinzig’s book is 
the precursor of a numerous tribe of works on the same subject. 
He is to be congratulated on having otTered thus early an ex- 
position of a project which may have a profound intluencc upon 
the monetary affairs of the world. 

He has something to say as to the functions of the Bank as 
the channel for the payment of German re})arations, l)ut he regards 
‘‘ the so-called ‘ auxiliary functions ' ’ as “ by far the more 
interesting and important. The change in tlu* system of repara- 
tions mainly concerns Governments. It does not directly affect 
the business world or the man in tlic street, nor does it excite the. 
imagination of the public. On the other hand, the international 
banking activities of the institution are caleulated to exercise a 
direct effect upon the actual financial situation, and iii)on the 
system of international financial intercourse.” 

Dr. Einzig is very much alive to the wide possibilities of the 
Bank. He sees it, in the future, improving the spirit of co- 
operation between central banks, regulating the demand for gold, 
stabilising the international price level, eliminating abnormal 
discrepancies between interest rates. 

One of his most interesting chapters is on a world bank rate." 
A uniform world bank rate he shows would be an impossibility. 
“ It appears that the right solution must be to fix the rc-discount 
rate and the rate for advances to meet the particular circum- 
stances of each individual case, taking into consideration the rate 
at which the Bank it.self can borrow’ in the same currency ” (p. SG), 
and he suggests that “ in order to avoiil any ill-feeling, the rates 
a])plied to various central banks should be treated as strictly 
confidential ” (p. 87). 

There is one fundamental question which Dr. Einzig has not 
adequately elucidated ; he does not make clear what use the 
central banks w ill make of their deposits at the International Bank. 
In a chapter on the credit resources of the Bank, he points out tlie 
inllationary possibilities in the form of unlimited lending. But h(‘ 
docs not stop to ask what j)ayments a central bank will have to 
make from the credits (treated in its favour. 

The international clearing system adumbrated in the Young 
Report, which is adversely criticised by him in C'hapter X, lookc'd 
forward to a reproduction of the Gold Settlement h und of the 
Federal Reserve System. Clearing dei>o.sits, backed by gold, were 
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to be used for settling the mutual liabilities of the central banks. 
But, as business is at present carried on, the mutual payments of 
central banks are not an important matter. Anything like the 
Gold Settlement Fund would mean a revolutionary substitution 
for the existing foreign exchange market of a system of settlement 
through central banks. And this proposal was quietly dropped by 
the organising committee. 

If the functions of the Bank for International Settlements as 
the Central Bank of central banks are to have any significance, it 
will be through the central banks being enabled to treat their 
deposits with it as foreign exchange reserves equivalent to gold. 
That is a matter for the legislation or for the administrative 
practice of each of the countries concerned to determine. 

If all the participating central banks undertake to buy and 
sell cheques on the Bank for International Settlements at rates 
close to gold parity, the path is open to a co-ordinated inter- 
national credit system. 

R. G. Hawtrey 

The Recovery of Oermany. By James W. Angell, Associate 
Professor of Economics, Columbia University. (New Haven : 
Yale University Press. London : Humphrey Milford, Oxford 
University Press. 1929. Pp, xix + 425. 18 j.) 

Dr. Angell’s book contains what is probably the best study 
of Republican Germany from the economic standpoint which has 
yet been made by an expert. A book of this type can only be 
undertaken and marketed at a reasonable price when behind 
writer and publisher is the practical co-operation of a public- 
spirited sponsor. Dr. Angell has worked to the commission of 
the American Council on Foreign Relations, and that body is to 
be complimented both upon its own timely enterprise and upon 
its choice of an investigator. The task of the latter was to 
collate the essential facts regarding the economic development 
of Germany since the war, to explain the principal causes of the 
recovery which has taken place since the opening of the era of 
stabilisation in 1924, to take stock of the present situation, and 
to attempt some sort of estimate of the country’s reasonable 
prospects. This task he has achieved with marked success. 
His book is a sound piece of workmanship. While economic 
facts are presented with severely scientific impartiality, the 
human element is never lost sight of, and this fact, together 
with the writer’s lucid style, holds the reader’s attention. 

Beginning his survey with the revolution of October 1918, 



1930 ] 


ANGKI.L : THE RECOVERY OF GERMANY 


291 


Dr. Angell in the course of some 80 pages traces the course of 
events during the stormy period which preceded the institution 
of the republic and the enactment of the Weimar constitution ; 
summarises such of the provisions of the Treaty of Versailles as 
bear directly upon Germany’s economic life and fortunes ; deals 
in broad outlines with the inflation period and the causes which 
produced it, assigning responsibility and blame for the resulting 
disaster where justly due, and exculpating neither the French 
nor the German Government; and gives a compact yet clear 
exposition of the Dawes Plan. 

As to this first Plan, while he does full justice to its merits 
and the spirit which prompted it, he points out that it cannot bo 
claimed to have set Germany at once on her feet again. What 
it did was to put an end to an intolerable situation ; the effective 
causes of the subsequent recovery were the systematic “ rational- 
isation ” of German economic life and the influx of foreign money 
which became possible under stabilisation. 

The larger and most important part of the work is taken up 
by a detailed examination into the later progress and the present 
position of the greater industries of the country — coal, coke and 
lignite, iron and steel, machinery, electric power, textiles, and 
chemicals — the position and policy of labour in the changed 
political conditions, foreign trade, and national income, expendi- 
ture, taxation, savings, and indebtedness ; while the last chapter 
treats of the causes which led to the Paris Conference of last 
year and the resulting Young Plan, explains what the Plan is, 
and considers its probable influence upon Germany’s economic 
development, present and future. Finally, a series of sixteen 
appendices contain a large amount of statistical data which 
usefully supplement the text. 

It will be seen that Dr, Angell's book covers much ground 
which other writers have explored before him, though none has 
done it so thoroughly. What will chiefly interest most readers 
are the conclusions to which his investigations have led him. 
It is noteworthy that while he appears to have begun his narrative 
in some distrust of Germany’s future, his faith clearly increased 
as he proceeded. The reason for tl^s may be that the earlier 
chapters were WTitten before the adoption of the Young Plan, 
which brought light into many dark places. Briefly, Dr. Angell 
holds that, in spite of certain present elements of weakness and 
strain, Germany is steadily recovering and will eventually recover 
entirely, even if the reparations had to be paid to the last mark, 
which would be a big assumption. He docs not overlook the 
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difficulties created by the fact that the reparations can only be 
paid by exported goods which the creditor countries, illogically 
but comprehensibly enough, are unwilling to receive; but he 
believes that these difficulties will be overcome. After all, not 
every nation has its hand in Germany’s pocket and purse ; there 
are far more neutral than ex-belligerent countries in the world, 
and some of these offer large markets which have not been cx- 
j)i oiled as yet to the extent they deserve. So the conclusion to 
wliich he comes is that the future is hopeful. He writes : 

“ Despite the loss of territory under the terms of the Treaty 
of Peace, the aggregate volume of production is materiall}" larger 
than it was in 1913, the average prosperity of the people as a 
whole is a little greater, and Germany’s industrial leadership on 
the Continent has been conclusively re-established. The pros- 
j)ects for the future are good. It is true that any period of 
sustained general prosperity such as prevailed in the years just 
before the w'ar is probably still fi long way ahead. From the 
economic point of view, Germany is and will be a country' working 
under burdens which by every standard must be judged severe, 
chiefly the burden of reparations and of the service charges on 
foreign capital. . . . But that Germany’s expansion will con- 
tinue in coming years seems assured. The great source from 
which it will come is the progre.ss of the German industrial and 
commercial techniques — techniques which arc already as good 
on the average as the standard prevailing in other Euroj)ean 
countries or better, and which there is every reason to think will 
continue to advance. The road marked out for Germany through 
the coming decades is not easy, but it is a road which climbs 
steadily upward, and at its end lies the prize of assured national 
strength and prosperity.” 

Perhaps one has no right to expect from German economists, 
industrialists, and financiers entirely unbiassed forecasts of the 
future of their country ; but it is safe to say that in both diagnosis 
and prognosis Dr. Angell is backed by most well-informed opinion 
abroad, and that fact increases the value of his survey. My own 
opinion, which did not vary in the time w^hen Germany seemed 
in the lowest depth of the trough of despair, is that the authors 
of the Treaty of Versailles have unwittingly (though as states- 
men they should have known better) created an economic Titan, 
and the Titan is still only young. Where in a book merits abound 
a review'cr may be forgiven an unholy joy if he finds ground for 
even a minor criticism. Now and then the author exercises an 
undue freedom in translating German terms into English. 'lo 
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take two examples : he converts Reichskuratorium fiir Wirt- 
schaftlichkeit into National Efficiency Board, whereas the un- 
wieldy last word stresses the idea of thrift ; further, lie would 
hardly have spoken of the ReAchswirthschaftsrat as the ‘‘ Fedcr«al 
Council if ho had remembered for how long a time the latter 
name has been coupled with purely political associations. 

W. H. Dawson 

Unemployment Inaurance in Germany. By M. R. Caruoll. (The 

Brookings Institution, Washington, U.S.A.) 

A COUNTRY like the United States, which is beginning to take 
its unemployment problem seriously, has much to gaiii by studying 
the experience garnered in certain European countries during the 
last thirty years. In Germany and Great Britain there is now a 
rich harvest of facts open to the inquirer. And while these facts 
may not always be encouraging, they ought at least to serve as n 
warning that the problem is many-sided and that facile promises of 
a cure-all are to be discounted. The Brookings Institution of 
Washington, a foundation devoted to the study of economics and 
the social sciences, has therefore done well to publish Miss CaiToU's 
researches into German experience. And, as a similar institution 
in New York is about to issue a full account of British Unemploy- 
ment Insurance, which will supplement the recent study of the 
British Employment Exchanges written by anotlier American 
Student, the United States will have ready to hand an up-to date 
survey of the methods of dealing with the unemployed adopted in 
the tw'o countries which have been pioneers in this branch of social 
science. 

Miss Carroll’s study covei-s, not only I'nemployment Insurance, 
but the whole range of German measures. It is a concentrated 
statement of facts collected with the help of the German Ministry 
of Labour, and since it is, so far as the present reviewer is aware, 
the sole complete account in English, it should be an asset not 
only to her countrymen, but to administrators and students of 
unemployment elsewhere. Possibly Miss Carroll might have 
improved her book by a fidler discussion of many vital points. As 
it is she is almost too modest and objective in her treatment. She 
faithfully reflects official opinions, bat forbears to shed any light 
of her own. 

For us, in Great Britain, a study of German experience is not 
only useful but comforting. We realise that wc are not alone in 
our long battle with the unemployed problem, either in its social 
or its economic aspects. Germany has been snfTering from the 
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same stress of mass unemployment and has been baffled by the 
same difficulties. Step by step her expedients have been com- 
parable to our own. True, her acute troubles began only in 1924, 
when the inflation period came to a sudden end, but to-day 
the German authorities have learned much the same lessons and 
are faced by the same dilemmas as our own departments in 
Whitehall. 

And, indeed, the similarity in the method of api^roach of the 
two countries is no mere accident. For twenty years past they 
have borrowed ideas and policies from one another. The city of 
Cologne started a public system of unemployment insurance as 
long ago as 1894. In 1908 the municipal Labour Exchanges 
working in Cologne, 8tuttgardt and Herlin gave Sir William Beve- 
ridge valuable hints for our own national system of Exchanges and 
Unemployment Insurance. After that, Britain took the lead, and 
since 1925 Germany has paid us the compliment of studying our 
methods. If she had been a unitary instead of a federal state she 
w'ould probably have followed our example sooner. As it was, the 
German Government spent a good many years in trying com- 
promises of various kinds, all of which are described in outline by 
Miss Carroll, together with the reasons for their failure. But by 
1925 the IVade Unions and a large section of the public were agreed 
in demanding a national system of contributory unemployment 
insurance. 

The Act of July 1927, which brought this system into operation, 
was undoubtedly influenced by the British precedent ; even the 
phrasing of some of the rules was the same. Yet there were 
fundamental divergencies. The German experts took warning 
from our most conspicuous failing and resisted the temptation to 
put an unlimited liability on the contributory fund. Nor were 
they afraid to tighten up the rules of benefit, particularly the 
contribution test. Confronted with the hard case of claimants 
who would have to be disqualified under the rules, they did not 
waive their standard test (which is comparable to our own of 
30 contributions in two years), nor did they abolish the inaximuni 
period of 26 weeks of statutory benefit. Instead, they brought in 
the national exchequer, which contributed nothing to the insurance 
fund itself, to finance a secondary scheme, called Emergency 
Benefit. This was on a non-contributory basis and gave less 
favourable benefits. 

Such a solution is clumsy and easy to criticise. It may be no 
more than a temporary device. But, at least, it shows respect for 
the principle that the status of a contributory scheme of insurance 



1930] cabroll: unemployment ivsuraxce in Germany 295 

must be preserved in the eyes of the contributors. In 1930, after 
nine years of extended benefits, Great Britain has reluctantly 
fallen back on the same method of dealing with the “ uninsurablc 
risks ” ; but with this important difference, that Germany gives 
her non-contributory relief only on proof of need and for a limitcil 
time, whereas Great Britain pays a State donation as a right, for an 
indefinite period and at the same rates as ordinary benefit. 

As Miss Carroll writes : “ German experience has shown that 
insurance cannot care for all who are unemployed. There are 
risks which the system cannot carry without endangering the 
funds or increasing the contributions (now 3^ per cent, of wages) to 
an unbearable degree. Inasmuch as the other forms of German 
social insurance cost about 12 per cent, of the total wages bill, 
there are definite limits to the added burden that unemployment 
insurance can impose upon industry.*’ 

British experience is, of course, the same, thougli our insurance 
charges on industry arc only 2^. 9d. a week (i)lus the cost to 
employers of insurance against accident) as against 7s. 9d. a 
week (that is, 15J per cent.) on a wage of 50 shillings in Germany, 
in both cases these charges being approximately halved as between 
the employer and the employee. 

Clearly, therefore, a second line of defence behind the insurance 
scheme is necessary. What form should it take? That is a 
question which still baffles both countries. 

In Germany, as well as in England, the natural and most 
easily administered alternative would bo to leave all the chronic 
unemployed as w-ell as the uninsured to the care of localities. 
No other authorities arc really fitted to administer relief on a 
need basis, but the trouble in both countries is that serious political 
and financial obstacles stand in the way of any addition to local 
burdens. 

“ As long,” says Miss Carroll, “ as one person in every 25 of the 
urban population must apply to public charity, and one -third of 
the budget of the cities goes to poor relief, there is little extra 
money in the public (i.e. local) treasury for indigence arising from 
unemployment.” 

There is also a good deal in this |jook about Relief Works 
which makes instructive reading. Faith in this method has been 
as difficult to shake in Germany as it has in England. In 1926 a 
special effoi*t was made to persuade the separate states and cities 
to proceed with public works, and over £16 million was spent by 
the Reich government. W hat the total cost of the w’orks amounted 
to is not stated by Miss Carroll, but it may well have been double 



296 


THE ECONOMIC JOUBNAL 


[JUNE 


the amount of the Reich subsidies. Yet the number thereby em- 
ployed never exceeded 170,000. After 1926 the pace slackened. 
Tlie practical value of the idea began to be discredited and funds 
were hard to come by. None the less the Unemployment Insurance 
Act of 1927 included provision for payments out of the contri- 
butory fund towards the wages of fin unemployed man engaged on 
relief work. But in practice little seems to have been done under 
this clause, and, since 1927, the numbers on ‘‘ value creating 
unemployment relief ” have been about 4 per cent, or 5 jwr cent, 
of the applicants registered at Exchanges. 

It will be seen that most of the more important facts set out 
in this book could be paralleled in British experience, though it 
was no part of Miss Carroll’s object to draw the comparison. 
Incidentally, such references to British conditions as she does 
permit herself are not always correct. That, however, is a minor 
blemish. By her studies in Germany she has accpiired an expert 
knowledge of unemployment problems which are common to 
both countries, and she has rendered a real service by putting the 
rc.sults of her researches into a book. Honau) C. Davison 

Economic Trends /a. Soviet Hnssia. By A. Yugoff. (Translated 
by E. & Pavi..) (London : G. Allen and Unwin. Pp. 
349.) 

It is a diilicult task to write a book on the present-day 
economics of Soviet Russia without having actually seen the 
developments in recent years. On the other hand, books on Soviet 
economics of this kind cannot be written in Russia because sharp 
criticism of Soviet affairs involve.s great risk for the author. 
However, this book is an important achievement considering the 
difficulty of receiving the necessary information. 

The author is a Marxian and a staunch Social Democrat. Ho 
believes in the necessity of reforming human society on socialistic 
line.s, and is in sym})athy in principle with all the chief measures 
of Soviet government — rationalisation of the principal branches of 
industry, monopoly of foreign trade, etc. — but he condemns the 
whoIe.sale and violent application of these measures “ in a back- 
ward country, in one economically immature.” 

Unfortunately, this book is a typical production of a Russian 
Menshevik (moderate Social Democrat as opposed to Bolshevik), 
and the chief stress is laid on criticising the deviation of Soviet 
rulers from orthodox Marxian principles, and on outlining measures 
of a true evolutionary Socialism. “ Russia, though its territories 
are enormous and its natural resources very great (he explains), 
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is not one of the countries in which such an isolated socialism 
can be established.” Therefore, “ the rationalisation of industry 
in Russia has not produced a socialist ecjonomy, but only a 
bureaucratic and badly-functioning State capitalism.” 

I do not think that foreign readers are very much interested 
in the endless controversies of the Russian socialist emigres as to 
the ways and means of the most rational rebuilding of Russian 
ec^onomics and social life on socialistic lines. It would be much 
better if the author had given in a much shorter contribution a 
description of the principal facts of Soviet economics and have 
left the facts to speak for themselves. 

Ill the jireface the author complains that the Soviet Russian 
statistics arc tendentious, incomplete, often inaccurate and con- 
tradictory ; he therefore promises to check the official reports and 
to analyse them m.thodically Unhappily, this is a very diffi- 
cult task for anybody who has not actually participated in the 
collection and supervision of Russian statistics. As a matter of 
fact, the Soviet Government lays great stress on procuring reliable 
statistical information because thousands of State departments 
arc fully dependent in their pnujtical work on the best available 
statistics. However, the Soviet economic jiublications and their 
public reports and jieriodicals are usually tendentious, especially 
those published in foreign languages; the Soviet compilers as 
a rule do not falsify intentionally statistical data, but they 
c onceal many facts and information unfavourable to the present 
rc^gime. 

I have not noticed much of methodical analysis of this kind 
in Yugofl’s book. Jt is true that he criticises sharply the com- 
putation of the national income, the burden of taxation, etc., but 
everybody know’s that data of this kind can never be accurate 
enough in any country in the world, and especially on the one- 
sixth of the earth representing Soviet Russia. I venture to say 
that Russian economists and statisticians, who in the majoritv 
are by no means communists, have done their best in this respect. 

For Yugoff, a socialist, pre-war conditions are naturally 
abominable. On the other hand, he is an ardent sujipo^rter of 
the grain monopoly introduced in 1917 by the Provisional Govern- 
ment ; we know" that this was one of the most unfortunate measures, 
predestined to collapse. 

A very good description is given of the period of the »o-ca ec 
“ war communism.” It seems even as if the author had himself 
seen this terrible experiment of socialism pure and simiile. e 
is quite right in saying that attempts to justify the policy o war 
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communism as a necessary policy of self -protection conflict with 
historical facts. 

Yugoff criticises skilfully the organisation of State industry 
in Soviet Russia and describes the defects of its administration. 
He comes to the conclusion that the real reason of the unsatis> 
factory administration and troubles is to be found in the enormous 
extent of the task that has been undertaken, in the nature of the 
whole system, in the general regime of dictatorship and in the 
lack of capital. Because of the lack of capital the State tried to 
secure the necessary means for the reconstruction of industry by 
inflationist measures or by fixing high prices for the products of 
industry, while the prices for grain and other agricultural produce 
were kept low. In its turn this policy was a hard blow on the 
peasant. 

Much weaker and less accurate, at least in some minor details, 
is the description of the internal trade, of the monopoly of foreign 
trade, and of public finance. Not having seen the actual manage- 
ment of the Soviet trade system, Yugoff is unable to understand 
the so-called co-0])erativo organisation ** in Russia, although 
he is perfectly right in remarking that it has nothing in common 
with the true nature of co-operation. 

It is a great pity that the important chapter on the Sovi(»t 
monopoly of foreign trade should be written by Yugblf without 
sufficient knowledge. He is convinced that the present system 
of foreign commerce is bankrupt, although in principle ho, as an 
orthodox socialist, is a supporter of such a State monopoly. He 
evidently knows very little about the dumi)ing practices of the 
Soviet Government, about the considerable losses of this monopoly, 
and about the peculiar customs tariff policy. Of course it is very 
difficult for an outsider to penetrate into the Soviet secrets of 
this service. 

The chapter on currency and State finance is weak also. 
Perhaps I am too severe in my remarks on this special topic ; 
having been for years associated with the financial administra- 
tion of Soviet Government, I am naturally inclined to expect a 
better knowledge of what is going on in Russia in this field of 
economics. I am really surprised how little is understood about 
Soviet currency and public finance among Russian emigrants in 
general, and Yugoff makes no exception to this rule when he 
seriously asserts that “ in Russia, where economic life is con- 
tinually being disturbed by paroxysms of inflation fever, the 
psychological importance of having large (gold) reserves is 
enormous.** Soviet currency is a very peculiar currency for 
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internal use only, and by far the greater ])art of the country’s 
turnover represents simply the commodity market of the State. 

Nor is it true that prices for private trading are fixed by the 
Government as for State trade. Very strange is the assertion 
that “ the granting of bank credits docs not depend upon the 
solvency of the borrower, but upon political considerations.” This 
proves that Yugoff does not know the details of the peculiar 
Russian banking system, and as a matter of fact the granting of 
credits is done according to definite plans. 

It is a mistake to assert that the general budget of the 
U.S.S.R. contains the local budgets of the urban and village 
Soviets. Y ugofT is good enough to cite mv obsolete book on Soviet 
Russian taxation, but unfortunately he does not know my recent 
book on Russian public finance published in German, where he 
could find all the necessary details (cf . the review in the Economic 
Journal, December 1928). Nor is the loan policy described quite 
accurately, and I do not think that “ the population gradually 
learned how to avoid subscribing.” As a matter of fact, this is 
not the case, and a wv ible pressure is going on unabated. I do 
not blame the author if he does not know what use is made of the 
(uiormous so-called “ reserve funds ” (i.e. secret funds) of the 
Council of People’s Commissars mentioned in the official budget, 
or of the millions of the Comintern or the Communist Party, etc. 
But it is a naive question to put and to expect that the Soviet 
Government should render account in public on these matters ! 

On the contrary, very good are the chapters devoted to the 
housing problem and the labour conditions. This is not only a 
fine description of existing conditions, but an impartial one too. 

The last three chapters, (1) on “ Purposive Economics ” (by 
this rather clumsy expression adopted by the translators is meant 
” the planning of national economics ”), (2) “ Towards Socialism 
or Capitalism,” and (3) ” The Economic Balance-sheet,” are of 
no great value or interest for a foreign reader. Yugoff is not well 
acquainted with the technique of State planning in Soviet Russia, 
but he is very eager to find out methods of such planning for 
future generations of true and learned socialists : “ therefore just 
as the observations of the Assyrian astrologers and the medimval 
alchemists, though in many respects out of touch with reality and 
devoid of scientific value (he says), became none the less the 
foundations of modern astronomy and chemistry respectively, 
so the labours of the Soviet economists, despite their utopianism, 
must be taken into account by all whose business it will be to draft 
sim lar plans in the future.” 
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III spite of these defects and of the purely “ Menshevist ’’ con- 
ceptions Yugoff’s book Is really worth reading ; it is composed with 
great skill and well written, and many facts collected from official 
sources are highly interesting and in many cases illuminating. 
And above all, some blunders of the author are the result of the 
cruel fate which compels Russians, even staunch Marxians, to 
live as emigrants, if they venture to criticise Soviet economic 
policy, so that they are deprived of the necessary statistical 
material and information ! Under these conditions it is really an 
achievement that YugofI was able to write a book of this kind ; 
it is much above many similar books of foreigners who have 
visited Soviet Russia. 

Unfortunately, about two years have elapsed since he wrote 
his manuscript in Russian, and not very much has been added in 
the German and English editions; therefore some of the most 
important developments in Russian economics (at the end of 1929 
and in the beginning of 1930) could not be considered. 

Paul Haensel 

The Farm Export Debenture Plan. By J. S. Davis. (Published 

by the Pood Research Institute, Stanford University. Pp. 

275: $3.) 

Farm Relief, By J. E. Boyle, Cornell University. (New York : 

Doubleday, Doran & Co. Pp. 281.) 

Both these books speak with authority ; Mr. Davis is Director 
of the Food Research Institute, and Mr. Boyle is Professor of 
Rural Economy in the New' York State College of Agriculture. 
They deal with two remarkable schemes for the relief of agri- 
ture in America, the “ equalisation fee and the “ oxport 
debenture.** Of these, the former is probably now out of the 
picture ; but the latter is still very much alive, despite the rebuff 
it has received, and the passage of the Agricultural Marketing 
Act, which was described in the last number of this Journal. 
Xeither of these plans is quite the same as any of the valorisations 
which have been attempted in respect of raw produce elsewhere ; 
nor is the export debenture plan at all similar, as Mr. Davis shows, 
to the German system of Einfuhrscheine. Their special features 
are the boldness, the scale, the extent, and the cost to be incurred 
in respect of a drastic manipulation of prices of produce. These 
features in turn indicate how widespread are the influences of the 
recent fall in agricultural values, and how necessary to take 
account of the present international facts of the industry before 
entering further on a competition of subsidies. 
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Even where, as in America, a very great deal has been done 
for agriculture — more perhaps than for any other single industry 
— a problem of farm relief ** continues. Possibly too much has 
been done ; the special problem is that too much is being produced 
for profitable sale. But in America, the problem of what is 
profitable sale involves the tariff on agricultural supplies, so that 
relief takes the form of a claim to equalise the tariff as between 
importing and exporting industries. This is against any view 
that the tariff has lowered prices in the end ; by one method or 
another it is sought to obtain a compensatory increase in 
agricultural prices. 

There is a detailed account in Professor Boyle’s book of the 
McNary-Haugen plan, which was for several years the main plan 
before the country. An equalisation fee was to be collected on 
the whole output of a product, out of which a loss on export was 
to bo met; it was to be worked mainly through co-operative 
agencies and the Farm Board. A revolving fund was to be primed 
by an advance from the Federal Government. The report of 
the Attorney-General on this plan is an interesting and incisive 
one, and Professor Boyle further elucidates its defects. Many 
of these are common to the debenture plan — that it will stimulate 
production, that it will fall unequally on farmers of different 
capacities and facilities, that about 40 per cent, of agricultural 
j)roduce is consumed within the industry itself. Besides, a 
surplus is not “ disposed of ” when it has been bought and stored. 
The whole machinery of crop estimating must have its effect on 
prices. 

The debenture plan is a more interesting manipulation. 
Exporters of “ debenturablc ” produce will receive certificates 
for each unit of export, valid for (probably) half the tariff on 
import, and receivable by the Treasury in payment of import 
duties by any other persons. Mr. Bavis estimates the cost at 
about 20 per cent, of the customs receipts. He points out that 
this would have an important reaction on liigh tariff policy, which 
would more easily obtain the support of agricultural interests. 
It would seem also that the agricultural tariff itself —even if widely 
inoperative in an exporting country — must be affected by the 
forcing of export ; a net exporter may be a substantial importer 
at certain places, and at these places the home farmers’ ])ricos 
must meet a strengthened power of foreign import or re-import. 
This is not the only complication in the question of the reflection 
back to the farmer of the export premium. In a chapter which 
is itself a valuable economic analysis, Mr. Davis shows bow diverse 
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are the conditions that are included under the title of a single crop 
like wheat. Some grades are for the home market, some for the 
foreign market; the handling of the produce has numerous 
important reactions ; the benelit would not be a general one, but 
of diversified incidence. 

In the view of Mr. Davis, there would not in the end be very 
much to choose between the two plans, if farming still needed large- 
scale relief. But both, apart from the uncertainties involved in 
])lans of so large a scope, must take account, not only of depression 
of price in the world’s market, but of course of reprisals. Mr. 
Hoover thought that the debenture scheme “ contained elements 
which would bring American agriculture to disaster.” Mr. 
Davis concludes only that it will not really bring about the equality 
it aims at, and that “ its largest fruit would be bitter di.saj)point- 
ment.” These conclusions arc in themselves negative, but must 
be read alongside the policy already in force for assistance to 
agriculture in America. 

These books repay study, because ])roposals of this kind arc 
a sort of test question which brings out aspects of organisation 
and interaction which arc of great economic interest. Professor 
Boyle’s book is largely concerned with description, and his 
tabulations are exceedingly clear; Mr. Davis has set himself 
a critical analysis which is carried out with masterly skill. 

D. II. Macgrecjou 

Marketing : a Farmer's Problem, By Benjamin F. Goldstein. 

(New York : The Macmillan Company. 1028. Pp. xiv 

3 . 30 . 15 . 9 .) 

From the standpoint of English readers a more informative 
title for this book would be “ The Legal AsjKJCts of Grain-market- 
ing in the United States of America.” For not only does it 
contain no reference to European conditions, but, as its author is a 
barrister, the legal position of those who handle and deal in cereals 
is discussed to the virtual exclusion of economic and agrarian 
factors. Not that it is thereby of inferior value to the student of 
international problems; there is, indeed, space for just such a 
work upon the shelves of departmental libraries in this and many 
other countries, if for no other reason, that it places in their 
correct perspective the corresponding problems met with in 
Great Britain and elsewhere. Those persons who are constantly 
proclaiming the need for a reorganisation of our systems of 
marketing agricultural produce in general will find here little 
material with which to reinforce their arguments, but, on the other 
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hand, anyone who has studied the present position of our grain 
and milling trades, and who also bears in mind the altered con- 
ditions brought about by the existence overseas of great holding 
and selling organisations, will have food for serious thought. 
Approximately two-thirds of our flour is being milled by a handful 
of combines ; the number of corn-merchants and dealers steadily 
declines ; large-scale mills tend to concentrate at the ports of 
entry. Before rationalisation, or modernisation, whichever we 
prefer to call it, has proceeded much further in the case of such a 
commodity as wheat, it will clearly become the duty of the State 
to investigate the problem as a whole, and in this connection the 
experience of America is bound to be of value. At first Mr. 
Goldstein covers familiar ground, in tracing the development of 
rail communication to the Gulf ports and the emergence of the 
elevator companies, but he soon enters upon the intricacies and 
niceties of the laws relating to custody and inspection of grain, as 
well as of those covering transport. He naturally has a good deal 
to say about the legal interpretation of “ mixing.” “ Futures 
Trading ” necessitates, by way of illustration, the quoting of 
figures that are almost astronomical in their range, and it will 
surprise many English readers to learn that the legality of these 
vast activities (which still continue to expand) was ” not definitely 
established until 1903, when the Supreme Court of the United 
States upheld the operation as having a legitimate economic value.’ 
Corners, according to Mr. Goldstein, have given place, “ for the 
present, to a continuous method of marketing as part of the daily 
operations of the grain trade ” ; the relatively declining influence 
of the United States as an exporter of wheat, together with the 
increasing supplies being placed on the world’s markets from 
Canada — not to mention the Southern hemisphere — are, however, 
factors that, in this connection, receive due recognition in his 
pages. A brief reference to the Grange movement affords the 
only occasion upon which the producer’s attitude to combination 
is discussed, and the trend of American agriculture from 1870 to 
1890 is compressed into nineteen lines of text, while at most 
eight pages are devoted to what might legitimately be termed 
” The Farmer’s Problem.” It is interesting to note, however, 
that recent developments in the marketing of Canadian cereals, 
referred to in a foot-note to p. 276, are ascribed to the “ exporting 
basis upon which marketing and warehousing machinery has been 
built up,” the peculiarly suitable topography of that country and 
the absence of ” constitutional restrictions ” ; Pools, in the 
United States, it is to be inferred, would lack these advantages. 

No. 158. — VOL. xr.. ^ 
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Finally, considerable criticism is directed towards the methods of 
grain-selling at present in vogue, the author holding that during 
the last decade conditions have been so modified that much that 
before the World War was efficient and effective has now become 
unduly complicated, boars heavily on the producer and in many 
technical matters is out of date. He calls, in effect, for drastic 
revision of the grain laws, and anyone who has conscientiously 
followed his enumeratum of existing legislation will, on various 
grounds, be convinced that he has made good his appeal. The 
book is splendidly documente<l, but lacks an index. As hinted 
at above, it bristles with referen(‘es to legal cases and statutes, 
while individual Appendices contain, respectively, an Article on 
the constitution of 1870 (Warehouses) and various House Resolu- 
tions and State Orders. Co-operation with either an economist 
or an agriculturist in the production of a siippleinentary volume 
would enhance the admitted value of the present work to readers 
situated on this side of the Atlantic who liave little knowledge of 
America’s legal problems. ,f. A. 

Trust and ( orporation Prohlenhs. By H. R. Skaokk and C. A. 

GcL.U K. (Harper Bro.s. Pp. 711). I2.v. Vxl.) 

The title of this book indicates that the authors have placed 
the Trust problem, in its relation to the economic and legal 
development of the unit of business enterprise in .America a ml 
elsewhere. They include a critical account of tlu' German system, 
and give its place, now an im])ortant one. to the Trade Associa- 
tion. These Associations, together with the regulative influence 
of the Federal Trader Commission, art» rapidly changing the 
conditions of the case for amalgamations, in some ways rendering 
the argument less convincing than in th(^ beginning of the century, 
and at the same linu^ making the competition of units of all sizes 
more tolerable. This is much more tlian another siirvey of the 
history of Trusts ; it is a now interpretation of th(? (*nvironment of 
that question, showing how the law keeps pace with economic 
events, the events having the lead, to wdiich law and public 
opinion have been adjusted. 

The importance of this point is made clear from the historical 
survey. In the early days, men were said to promote combines ; 
and the authors note tlic fact that the promoter was even then 
usually someone coming in from outside to carry out a special 
function. In these latter days, men are said to rationalise 
industries; and the idea is revived that the rationaliser has to 
come in specially to do it. It is quite an old story, with the names 
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altered; but the alteration of the names covers a change of 
attitude. The events have gone ahead of public and economic 
opinion ; the combine has made itself accepted as a rationalisa- 
tion; the catalogue of the economies of 'IVusts, as presented to 
the Industrial Commission of thirty years ago, is the present-day 
catalogue of the economies of rationalisation in our own great 
industries. In America, the progress of the law on combines has 
no doubt had much effect on public and economic opinion, for 
there is no doubt about its activity ; in this country, tlio economic 
changes have forced themselves, and the law has grounfl to malv(" 
up. 

This is a critical book, though in the end coming over to the 
side of the combines. (Comparing it with tlu^ books that were 
written at the time of the Trust movement of 1 -11)03. to which 

the authors give a quite special significance, oiu* is compelled to 
look f(3rward. Is the position as they now see it a stable one ^ 
'fhey do foresee tlie probhun of internalional combines, and prefer 
them to tariff measures for dividing the market ; but can tliis be got 
over so easily ? No doubt, international agreement.s are affi‘cted 
by the degrees of tariff protection that exist : to that extent, the 
policy of the nations has a control: but as yet there has been no 
real facing c»f the problem how far the national policy can be 
privately superseded, and here is one of the cases where events 
arc much in the lead. Against this momentum, the Geneva 
Conference could not do much ; but it is one of the next questions. 
Again, is the positiem stable as regards the inffuenee of organised 
labour? The author-s' examination is purely capitalistic: but 
do not the great combines both require, and offer the opportunity 
for, a shift of the question of labour's share in control from the 
impossible field of the singh' business to that of the industry I 
How is tliis going to work out ? say that tiu' capitalist takes 
the risk is only to say tliat h(‘ [lerforms his own fiinetu)n : nothing 
comes of that, while others also have functions. 

The authors believe that much is to be gainccl in stability of 
prices by the wider regulation of large cnter[>rises. This, as they 
see, must be such as also to mean stalulity (ff industry : and it is 
probably true that a combine in. for exam])le, coal, can by its 
price policy put more pressure on the whole of industry than the 
banks can by the price of loans. 'I'hc special incidence of the 
price of money is on the deriler, but this check can be evaded by 
the increasing integration of merchant ing by the manufacturers. 
Of course, the solution of one question in this way raises others: 
such combines will have exceptional powi^r. and the external 

V 
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regulation of their policy is less effective than that which comes 
from a more than capitalistic inside control. 

This book is easily a standard work, the product of immense 
and careful research. Could the authors supplement it by a 
study of the public monopolies in Europe and elsewhere, a 
chapter of the subject which waits to be written ? 

D. H. Macgreoor 


Daniel Webster as an Ecoyioniist. By Robert Lincoln Carey. 

(Columbia University Press and P. S. King & Son. 1920. 

Pp. 220. Us.) 

Daniel Webster (1782-1852) was a lawyer by profession 
and, in his day, a leading authority on constitutional law. He 
is regarded by Americans as one of their greatest orators, and by 
some of them as an eminent economist. In this book, Dr. R. L. 
Carey arranges in an orderly and able manner the results of his 
careful examination of the voluminous speeches and writings — 
in all 127 speeches and 22 pamphlets and miscellaneous papers — 
in which Webster’s economic theories and opinions are to be 
found. Although he was “ profoundly interested in the progress 
of economic thought and investigation,” and, in fact, much 
influenced by it, Webster professed disdain for the doctrines of 
the academic writers on political economy. “ For my part,” 
he wrote in 1830, "though I like the investigation of particular 
questions, I give up what is called the science of political economy. 
There is no such science. There are no rules on these subjects 
so fixed and invariable as that their aggregate constitutes a 
science. I believe I have recently run over twenty volumes from 
Adam »Smith to Profe.ssor Dew of Virginia, and from the whole, 
were I to pick out with one hand all the mere truisms and with 
the other all the doubtful propositions, little would be left.” In 
particular, he was repelled by any abstruse generalisations which 
seemed to him to be divorced from reality. He distrusted the 
deductive method, and in his own speeches and writings “ wher- 
ever possible he substantiated his argumentation with abundant 
statistical and historical evidence.” 

Webster never wrote a systematic general treatise on econo- 
mics. Had he done so, the claim that he was “ a very able 
economist ” might have been more firmly grounded; for asser- 
tion.s, theories and doctrines which will pass well enough under 
artificial light before a popular audience, often appear to be poor, 
flimsy, defective stuff seen in broad daylight on the printed page 
in company with others uttered under similar conditions at a 
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different time. For example, Webster could scarcely have main- 
tained after reflection his observation that by inventing and 
making machines science multiplies labourers, by which he meant 
labour power, without multiplying consumers. Much, of course, 
depends upon the kind of machinery; but all machines consume 
some commodity or commodities. If Weljster had ever owned 
a motor-car he would have known this well enough. 

This book confirms beyond peradventure the view that 
Webster was a typical nineteenth -century individualist and an 
optimistic believer in natural harmonies in the economic sphere. 
“ The general sense of this age,” said he, “ sets with a strong 
current in favour of freedom of commercial intercourse and 
unrestrained individual action.” ‘‘ As there is an order in the 
natural world holding all things in place ... so in the social 
world there is a principle of regulation, a sort of vis medicatrix 
naturce," Curiously enough, it seems that Webster held this 
view as strongly when he had became a protectionist as he did 
when he was a free trader, and one is prompted to inquire whether 
he thought protective tariffs “ natural,” and if so, why ? This 
optimistic naturalism caused him to over-estimate the pervasive- 
ness of pure competition (great as it was in the United States in 
his day) and the extent to w^hich wealth is subdivided ” and 
diffused under the influence of competition tand free enterprise. 

Private property also he regarded as ‘‘ natural,” and such a 
massive “ bulwark again.st radicalism and revolution ” that 
everyone ought to have opportunity to acquire property rights. 
But, unfortunately for the future prospects of Webster’s economic 
faith, although the rights are conveniently natural, the acquisition 
of them evidently is not. Laissez faire doe.s not create, and would 
not perpetuate, even a rough equality in the distribution of 
property and prosperity. With Webster’s ideal — a w^iole nation 
of propertied and prosperous people all emancipated from the 
necessity to toil incessantly to gain merely the bare means of 
subsistence — few wdll feel disposed to quarrel ; but his wisdom 
in putting his trust in free competition and “ the beneficent spirit 
of individualism ” is not on a level with his idealism. It is only 
fair, however, to point out that he favoured inheritance laws 
which would break up property as fast as it accumulated. 

On certain matters, as Dr. Carey shows, Webster had mis- 
givings, and honesty and public spirit enough to declare them. 
** In 1845, for example, <luring the early period of American 
railway development, he decried the inflation of stock values for 
the benefit of the promoters as a departure from sound business 
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enterprise and as one of those few instances of ‘ private interest 
unconnected with public improvement.’ In the case of the 
railway industry he asserted that competition and self-interest 
may become * destructive * of public welfare.” Furthermore, 
” the actions of some state banks in over-issuing depreciated paper 
money, motivated by considerations of self-interest, he held to be 
detrimental to social welfare by occasioning increases in prices 
and adding to the fever of speculation. . . . He did make a few 
mildly expressed references to unscrupulous factory owners who 
deliberately exploited their defenceless women and child em- 
ployees. In general, however, he looked as complacently upon 
the factory system as he did upon the competitive order, with a 
readiness to magnify the benefits of both and to minimise or 
ignore their disadvantages.” Labour unions, also, called forth 
his censure ” because he thought them to be conspiracies to injure 
public welfare for the benefit of their own members.” 

Undoubtedly Webster was at his best on currency and credit. 
His conservatism kept him on the side of sound currency and 
prudent finance, he wielded an important influence in his own 
country, and his view's on convertible paper were, I believe, on 
one occasion quoted with approval by Lord Overstonc before a 
Select Committee of the House of Lords. ” He demanded that 
the monetary .system possess one quality above all others — 
stability.” The exchange medium of a nation must not be 
“ liable to vibrate with opinion or be blown up or down with the 
breath of speculation.” He had no objection to notes so long as 
the issue was properly covered and managed. Indeed, he went 
so far as to assert that “ no enlightened writer or practical states- 
man ” in any country would substitute ” a metallic currency for 
a w'ell-regulatcd and limited paper currency resting on adequate 
specie basis.” He abhorred inflation, realised the supreme 
importance of maintaining public confidence, and laid it down that 
immediate convertibility into specie was immeasurably the best 
(and probably the only) method of preventing depreciation of a 
paper currency. Quite rightly ho looked upon the currency 
question ” not merely as a financial problem, but as a social issue 
directly affecting standards of value, property, prices, labour 
incomes and the exchange rates.” 

In Part III (” Economics of Exchange ”) Dr. Carey devotes 
two chapters to Webster’s ” tariff views,” drawing a dividing line 
at 1828. It appears to mo that Webster’s views upon the tariff 
question after 1828 are not worth very much. From 1814 to 1828 
he had argued with eloquence and good sense against a general 
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policy of high protection. “ I do not admit,” he said, “ the 
general principle ; on the contrary, I think freedom of trade to 
be the principle and restriction the exception.” In 1824 he had 
fought Henry Clay’s high protective tariff bill point by point ; 
he had raised powerful theoretical objections ; he had appealed to 
foreign experience, and he had covered the so-called American 
system with ridicule. Yet his “ second celebrated tariff speech 
as a member of Congress was delivered (in 1828) in support of . . . 
high protection.” After 1824 New England had launched upon 
an industrial career, so Webster changed his views to suit his 
constituents and ‘‘ became virtually a collaborator with Clay as 
an advocate of high tariffs and the American system.” From 
this point Webster’s pronouncements on the economic effects of 
tariffs became one monumental muddle. Not only did he refute 
his own pre-1828 arguments, but after 1828 his speeches abound 
in ambiguities and contradictions. While Dr. Carey is, in this 
section, not entirely uncritical, he is, I think, far too lenient to 
Webster. However, probably he is right not to {illow his own 
views to get in the way of Webster’s, so that readers may be very 
largely at liberty to form their own opinions. 

On the general question of Webster's importance as an econo- 
mist Dr. Carey’s claims (ire marked by similar modesty. His 
considered opinion is that although Webster usually showed 
distinct ability in handling specific economic problems, “ it cannot 
be maintained that (he) was an economic theorist of great signi- 
ficance ” ; his “ contributions to economic thought are not 
creative in the sense that they represent original conclusions 
drawn from dispassionate and independent study of economic 
questions.” Webster was never the disinterested scientist, but 
always the advocate fighting his way through a specific economic 
case with which Americans were faced then and there. 

Alfred Plummer 

Buskin College, 

Oxford. 


Recent Italian Economics. 

Scambi iniernazionali e politica bancaria. By A. Cabiati. 

(Torino : Fratelli Bocca. 1929. Pp. 207.) 

1919-1929, Da Versailles alV Aja. By A. Cabiati. (Torino : 
Fratelli Bocch. 1930. Pp. 154.) 

politica della congiuntura. By Riccardo Bachi. (Roma : 
Fratelli Bocca. 1929. Pp. 148.) 
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Le teorie inonetarie e il ritorno alV oro. By Giovanni Demaria. 

(Torino : Fratelli Bocci. 1928. Pp. xiii + 239.) 

La teoria economica del rischio e della assicurazione. Volume 
primo. By Federico Chessa. (Padova : Cedam. 1929. 
Pp. 318.) 

Di alcxme inflvenze del tempo sul valore. By Bruno Foa (Milano : 

Albrighi, Segati. 1928. Pp. 49.) 

Critica Ricardiana. By Augusto Graziani. (Modena : Presso 
L’ Universita degli Studi. 1926. Pp. 31.) 

Italian economists are wont to com])lain that their writings 
are too little known by their colleagues in other countries. It is 
strange that this should be so, for their language, though less 
generally studied than French, German or English, must be 
familiar to the many foreign travellers who are accustomed to 
spend holidays among the lakes and mountains of Italy, while its 
acquisition presents no particular difficulties. It is the more to 
be regretted that such should be the case, as in one important 
branch of Economics, at least- -Public Finance - the Italians are 
admittedly masters, and their contributions in other fields are 
often deserving of a consideration which they are not likely to 
receive widely outside their own country unless, as in the case of 
certain works of Pareto, Pantaleoni and Loria, they arc translated 
into a more widely known tongue. 

Professor Cabiati ranges over a wide field, from the working 
of comparative costs under normal and abnormal monetary 
conditions, to the influence of inflation on movements of capital ; 
the effects of various ty])es of protective duties ; banking policy 
and the foreign exchanges, etc. His method is highly abstract, 
and his reasoning, which is always acute and vigorous, is con- 
ducted along the broad lines of Ricardian analysis. Although the 
book is a scientific treati.se, its conclusions arc u.sed to point a 
moral which has a very pnu;tical application : nearly every form 
of governmental interference with the free working of economic 
forces is to be condemned, on the ground of its international 
repercussions — in particular, protective duties and “ managed ” 
currencies are anathema. At a time when many English 
economists appear to be increasingly attracted by the possible 
advantages of State control over economic activities which have 
hitherto been allow'cd free play, it is interesting to read such an 
able and uncompromising restatement of the case for laissez faire. 
Professor Cabiati’s book is certainly the most important Italian 
contribution since the war to the theory of foreign trade and 
exchanges. 
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In a much smaller work, Da Versailles alV Aja, the same 
author outlines the history of the attempts to deal with the 
problem of Gorman reparations, and gives a succinct account of 
the Dawes and Young schemes, with an interesting chapter 
devoted to the International Bank. It is in accordance with his 
general Lebensanschauung that he regards the payment of repara- 
tions as deeply injurious to the economic interests of the creditor 
as well as of the debtor nations. But some of his arguments in 
support of this view are open to the criticism, firstly, that he 
seems to have overlooked the fact that the size of the annuities is 
small in relation to the aggregate volume of international trade, 
and, secondly, that the annuities cover a sufficiently long period 
to allow of a readjustment of the productive resources of the 
creditor countries, thus enabling them to absorb payments made 
on reparation account. His general insistence on the extreme 
mobility of resources, internationally, is accompanied in this 
instance by a certain blindness to the existence of mobility of 
resources as between different industries in the same country. 

Much attention is being given in Italy, as in all countries at the 
present day, to the problem of the trade cycle. Professor Bachi 
has written a short book which, though not laying claim to any 
special originality, is valuable both for its clarity of exposition 
and because it iJresents the views of a distinguished statistician 
and economist on a subject in regard to which a combination of 
the inductive and deductive methods of approach is of particular 
importance. Professor Bachi discusses all the chief proposals 
that arc current for the stabilisation of the price level and arrives 
at the conclusions, firstly, that none of the proposed methods can 
be sure of producing the desired result ; and. secondly, that even 
if the price level could bo stabilised it is very doubtful whether the 
loss in the long (secular) jieriod w'ould not outweigh the apparent 
gain in shorter periods. His is not the only voice that has been 
raised recently in protest against the assertion that a stable price 
level is necessarily superior to a fluctuating price level. One 
observation that he makes has a special interest for those who are 
concerned with industrial conditions in this country at the present 
time. He draws attention to the well established fact that the 
periodicity of the trade cycle in Italy before the war was much 
slower there than in any other industrial country, and he refers 
to another work in which ho has shown rea.sons for holding that in 
Italy there was a rhythmical trade movement covering twenty- 
year periods. This ho attributes in large part to the social and 
legal measures adopted to prevent bankniptcics, and he quotes 
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with approval a sentonco of Pantaleoni in which the latter laments 
“ the years of permanent crises, of those crises which degenerate 
into a wasting disease, as is the peculiar characteristic of Italian 
crises, because neither the Government, nor the banks, nor public 
opinion, nor our commercial customs, will tolerate liquidations.” 

Professor Demaria has written for the instruction of his 
countrymen an account of the return to the gold standard in 
England and of tlie various monetary theories which have been 
evolved in this and other countries, under the tremendous 
stimulus of post-war currency disturbances. He has succeeded 
admirably in his description of the English banking system and 
money market, as also in the more general discussion of central 
bank control over the volume of credit and the price level. He is 
widely read in recent literature published in four languages and 
turns his reading to good account. The three pages devoted to 
Mr. Kobertson’s Banking Policy and the Price Level are a model of 
lucidity, although Professor Demaria can necessarily deal only 
rather superficially with a nut which it would take the proverbial 
steam hammer to crush so as to extract all the oil from the kernel. 

In a volume of 318 largo pages Dr. Chessa purports to put 
forward an economic theory of risk. But in spite of a final 
chapter of conclusions to the number of fifty, there is not much 
evidence of a theory. The strength of the book lies in the acute- 
ness with which such concepts as risk, chance, gambling, specula- 
tion, etc. are classified and defined, but on the constructive side it 
<*annot be said to make much contribution to CHJonomic theory. 
As a whole too much space is devoted to the opinions of almost 
every modern economist who has dealt with risk in any of its 
aspects — and it would be hard not to find some referencci to risk 
in almost any economic work. Dr. Chessa w^ould have been 
better advised if he had made a separate study of the history of 
the growth of economic ideas about risk, instead of scattering 
references and quotations indiscriminately throughout his text, 
without making any attempt to trace the stages of growth or 
to correlate them with the parallel development of economic* 
structure and organisation. 

Dr. Foa discusses briefly the influence of time on value on lines 
which are familiar to students of Marshall, whose classical treat- 
ment he follows for the most part. He stresses the distinction 
implicit in Marshall between time as “ a factor of equilibrium 
which removes and overcomes, in its passing, obstacles of various 
sorts ” ; and time as “ a factor of dis -equilibrium, inasmuch as its 
passing causes or accentuates new disturbances due to its specific 
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influence ; but he does not develop the distinction at any length. 
A great deal of the argument is devoted to the doctrine of quasi- 
rent, but here the author seems to have gone astray owing to a 
too diligent collation of the successive editions of Marshall’s 
Principles, He i)oints out rightly that at first Marshall appeared 
to regard quasi-rents as the reward of diflerential advantages of 
production of a temporary character, while later he was inclined 
to stress the importance of the fact that the stock of appliances 
made by man is fixed in the short period — i.e. to emphasise rather 
the scarcity than the differential element in quasi-rent. But 
Dr. Foa himself cannot get away from the earlier conception and 
never grasps quite clearly either the precise nature or the implica- 
tions of the doctrine in its final shape, and it is surely by this that 
Marshall should be judged. Dr. Foa is in error in attributing to 
Marshall the use of the terms “ positive ” and “ negative ” 
quasi-rents. 

The title of Professor Ghaziani’s pamphlet is a little mis- 
leading, for it does not contain a critical discussion of Ricardo’s 
work, but a brief and very w'ell written appreciation of the 
debt owed by economics regarded as a science to Ricardo as the 
greatest and most original constructive thinker in the history of 
the subject. One curious mistake may be noted at the top of 
p. 4, w'^here, by what can only be a lapsus calami, the sense of 
Ricardo’s teaching as to the effects of a rise in wages on the 
relative prices of commodities wdiich arc produced with varying 
proportions of fixed capital, is exactly inverted. As expounded by 
Professor Graziani, a rise in wages would, by its effect on the rate 
of profits, cause a rise in the relative prices of those commodities 
in whose production fixed capital plays a large part, whereas 
Ricardo (in Chapter IV of his Principles) in fact contends (quite 
logically on his assumptions) that in such cases prices would fall. 
Professor Graziani concludes : “ The w'ork of Ricardo stands as a 
monument of creative powxr, as one of the most solid milestones 
along the path of scientific research, and as the most memorable 
product of the human mind in the field of economics.” 

C. W. Glillebaud 

Si, JohrCs College, 

Cambridge, 

Encydopcedia of the Social Sciences. Vol. I. (Aar- Allegiance.) 
With two Introductions. Edited by E. R. A. Skligman and 
A. Johnson. (Macmillan ; Pp. 646 : 31«. 6<i.) 

This is the first of fifteen volume.<« of a work which is both 
sponsored and edited in a way to secure its position as the authori- 
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tative work of reference in the English language. The project, 
as the Preface explains, is not so much to deal with the technique 
of the special sciences, as “ to bring out in the respective topics the 
relations of each science to all of the other relevant disciplines. 
Accordingly, we endeavour to include all of the important topics 
in politics, economics, law, anthropology, sociology, penology and 
social work.’* In the case of the semi-social sciences — ethics, 
education, philosophy, and psychology — those topics are selected 
of which the social aspects arc acquiring increasing significance. 
In a work whose fundamental idea is the co-ordination of the 
social sciences, and the indication of their relations to the general 
movement of thought, much will bo included which would be 
omitted in more special encyclopaedias. 

The work will include the characteristics of both a dictionary 
and a handbook (of the German kind). “ The alphabetical 
method is followed, but the arrangement is so Ilexible as to contain 
not only short articles, but also longer articles of ten or twenty 
thousand words, which will permit of thorough -g«>ing and original 
contributions.” 

A special feature of this first volume is the Introduction. 
Under the general title of the Development of Social Thought and 
Institutions there are contributed twelve articles which mark th(5 
historical growth and significance of the fundamental ideas which 
have been moving forces in social thought. It woidd be impossible 
to attempt any review of these; the range extends from Greek 
and Roman culture and thought to the re -orientation of the period 
since the Great War, In all of them the conception of history as 
moulded and changed by the force of ideas is dominant ; ideas 
at different stages, cultural, religious, liberal, material, and inter- 
national. To economists, the articles of more special interest arc 
those on Individualism and Capitalism^ by C. A. Beard ; National' 
ism, by Carol Brinkmann; The Trend to Internationalism, by 
R. M. Maciver; and War and Be^orientation, by the Editorial 
Staff. The second part of the Introduction is a review of The 
Social Sciences as Disciplines, with reference to the position and 
tendencies of study in different countries. In the text of this 
volume, the largest space — over a hundred pages — is devoted to 
agricultural questions. 

The Editors and their colleagues may be assured of the 
gratitude of economists during their labours on this great enter- 
prise. 


D. H. Macgregob 
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Introduction to the Mathematics of Statistics. By R. W. Burgess. 

(London : Harrap & Co., Ltd. IOa*. 6d.) 

The purpose of this book is to present a general but elemen- 
tary outline of the best methods of statistical analysis : general, 
in the sense that the treatment is not related particularly to any 
one branch of science, to be fully appreciated only by experts in 
that branch; elementary, in that it demands no knowledge of 
advanced mathematics. The emphasis laid on certain parts of the 
subject and the order of treatment is perhaps unusual, but it is 
refreshing. Occasionally too much sjjace is given to methods 
which are not the best, although the author is generally careful to 
point out quite justly the advantages and disadvantages pertaining 
to alternative methods. Also, the symbolical exposition is not 
always what a mathematical purist would term elegant. Many 
people are as fearful of symbols as an untravelled Englishman is of 
venturing to speak in any tongue but his own. They would be 
tempted to skip the theory in the text and try to unravel the threads 
of it for themselves with the help of the numerical examples 
provided. These examples, worked and unworked, arc excellent. 
Those that are not worked would bo still more useful if answ^ers to 
them could be given, where necessary, in a later edition. Anyone 
wdio was prepared to sit down to some concentrated reading and 
who would apply the know ledge thus gained to w orking out all the 
examples in the book would undoubtedly benefit by the process 
and find that lie had a new^ ami highh^ interesting technique at his 
command. 

Dr. Burgess WTites with the authority of one who has had 
considerable experience in the practical use of statistics, and his 
book can be w'armly commended. 

D. Cakadog Jones 

The Problem of Interest (tnd its Relation to Currency and Debt. 

By Ernst Dick, Ph.l). (Williams and Xorgate, Ltd. 1929. 

Pp. 381. lS.s\) 

There arc few' sentences in these three hundred and eighty 
pages with wdiich readers of this Journal will be able to agree. 
The character of the WTiting may be illustrated by some random 
examples. “Interest is an atlectiou of the human will; it is 
desire, appetite, and the rate of interest is an expression of the 
urgency of the desire; if the desire is strong, and consequently 
the rate of interest tends to rise, the jirices of goods must also 
rise. But if the price of goods rises, the value of money declines . 
it varies inversely, not directly, as discount (p. G). ^he rate 
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of interest may be considered as the natural and concentrated 
expression of the level of prices.” “ The urgency of demand 
does not necessarily vary with supply, but obeys its own laws.” 
“ Demand is the same thing as desire, or interest, for goods ” 
(p. 51). “Supply is determined by demand, which is simply 
another word for interest ” (p. 74). Later on, the author com- 
plains of “ the failure of economists to realise that wages and the 
rate of interest are exactly the same thing, namely, the basic 
price of goods, so that any development that curtails one also 
damages the other ” (p. 125). “ In the last resort price is a 

spiritual phenomenon, namely, the expression of the average 
interest which the economic subjects feel and manifest for goods ” 
(p. 51). After distinguishing two .senses of the word “ intenvst ” 
the author says that “ interest in its special or technical con- 
notation (interest which is paid) is the same as inttTost in its 
spiritual sense (interest which is felt) ” (p. r).”)). “ If the science 

of economics had a true theory of interest it would rise in protest 
against” such things as old age insurance (p. ICO). “Poverty 
is relative, a mere notion ” (p. 220). “ In some form or othvr 

all the economic systems that have been in vogue have been hostile 
to interest” (p. 311). “Interest is everywhere the same, and 
it has been the same all down the age.s— by which I mean that it 
has oscillated round an unalterable figure ” (p. 365), “ During 

the heyday of the guilds, interest was controlled, that is to say, 
suppressed, controlled out of existence and recognition ” (p. 371). 

The central point of the book is a challenge to the orthodox 
theory that a rise in the rate of di.scount tends to lead to a fall in 
prices, while a fall in the rate tends to lead to a rise in prices. 
From the author’s point of view stronger support might have been 
brought forward, .since a high correlation can be established 
between high discount rates and high prices. It has apparently 
been pointed out to the author what difficulties arise in a corre- 
lation of this kind. Extracts arc given, apparently without 
permi.ssion, from a corre-spondence between the author and Prof. 
Pigou. But the author is unconvinced. His solution to the 
problem of how the value of money may be stabilised is to stabilise 
the rate of interest. “ It may be objected that the English 
pound, and the French franc, and the German mark, and the 
Italian lira have all been .stabilised, and some of them even made 
to appreciate, through the imposition of high discount rates. 
Do not let us be deceived. It was not the discount that did it, 
it was the application of main force ” (p. 34). 

Again, public debts arc no burden. The repayment of them 
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produces deflation. “ A Government which sets out to pay off 
debts is forced to augment its revenue, unless it can manage to 
retrench on its expenditure. The latter course, which implies 
wage cuts more than anything else, has clearly a deflationary 
effect, seeing that wages and salaries are prices ; the former course 
implies the creation of new taxes or the increasing of existing 
ones, which cannot but tend to raise prices, seeing that taxes 
are prices and an element of price. Thus the idea of debt re- 
demption is proved to bo inherently contradictory ” (p. 130). 
Trouble arises both when taxes are reduced and when they are 
increased. But the solution is clear. “ An economic world 
conference . . . ought to hiy down rides to enforce a 'policy making 
for the stabilisation of taxes ” (p. 133. Author’s italics). 

D. T. Jack 

A History of Indian Taxation. (Macmillan. 1930. nSl pp.) 
Provincial Finance in India. (Macmillan. 1929. 307 pp.) By 

Pramathanatu Banerjea, M.A., D.Sc., Minto Professor of 
Economics in the University of Calcutta. 

It is rather difficult to understand why this History of Indian 
Taxation has been published. It does not seem to contain any 
information of value, even for examination purposes, beyond 
what was previously available in easily accessible publications ; 
e.g. in Prof. Vakil’s Financial Developments in Modern India, 
which is much fuller, more lucid, and more convenient for use. 
Nor is there any commendable novelty in the manner of treatment. 
The chief j)oint of departure from its predecessors is that the 
history of taxes only is dealt with, the corresponding history of 
expenditure being omitted, and this is certainly the reverse of an 
improvement. Minor peculiarities are that a summary of the 
discussion on the advisability of introducing an income tax into 
India and the well-known controversy between Sir Charles 
Trevelyan, the Governor of ^Madras, and the Central Government 
on the subject is given ; and the order in which different heads 
of revenue are discussed is unusual, land revenue being deferred 
to Chapter Vll. 

Prof. Banerjea is chronologically a link between the old and 
the new school of Indian publicists on such subjects as these. 
The old school, of which Dadabhai Naoroji aiul Romesh Cliunder 
Dutt wore the leaders, was essentially polemical, and studied 
Indian history and economics with the object of effecting political 
change. The new school consists of young men, or men in early 
middle age, who realise that the destinies of India are in the hands 



318 


THE ECONOMIC JOURNAL 


[JUNE 


of Indians, and who therefore devote themselves to constructive 
work. Prof. Banerjea’s work largely misses the positive qualities 
of either of these schools. As a result there is a certain vague- 
ness, what in painting is called woolliness, about his presentation 
of facts. Thus, for example, after quoting Sir William Hunter’s 
remarks in 1880 on the smallness of Indian taxable capacity, 
he continues : “ The level of taxation in India has risen 
largely since Sir William Hunter made these observations, but 
it is difficult to say whether there has ensued a proportionate 
improvement in the material condition of the people during this 
period. . . . The late Mr. G. K. Gokhale remarked that . . . 
the bulk of its population was daily growing poorer under the 
play of the economic forces which had been brought into existence 
by British rule. There are many politicians and economists who 
hold the same view oven at the present day. On the other hand, 
not a few officers of the Government appear to entertain the 
opinion that India is making rapid strides on the road to wealth 
and prosperity.” And so, having cited alleged extreme opinions 
on both sides (who the ‘‘ economists ” arc who believe that the 
bulk of the Indian population is daily growing poorer, or the 
Government officers who think that India is making rapid strides 
towards wealth and prosperity, it would be indeed hard to say), 
Prof. Banerjea declines to take the responsibility of expressing 
an opinion of his own, and even abstains from stating the obvious 
facts with regard to the relation between taxes ami taxable 
capacity. These are — (1) in rupees the tax revenue is now 
roughly double as much as in 1880, but the rupee has fallen both 
in gold value and purchasing power; (2) the development of 
commerce and industry, the building of railways, the execution 
of great irrigation works, and, in general, the ” play of economic 
forces,” have, since 1880, created a new wealthy class, and in- 
creased taxable capacity in a far greater ratio than taxation; 
(3) the bulk of the population, nevertheless, is still in much the 
same economic condition as then, living close to the margin of 
subsistence. And as these things are so, the problem of Indian 
taxation is to adjust the burden to the taxable capacity of 
different classes of taxpayers, and so to obtain the resources 
necessary for improving the economic and moral status of the 
bulk of the population. Prof. Banerjea’s plan of treatment 
militates against the scrviceableness of his work in the elucidation 
of this problem. 

It is, on the other hand, quite easy to see why Provincial 
Finance in India has been published. It is an exposition of the 
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Bengal case against the present distribution of sources of revenue 
between the Imperial and Provincial Governments, by which the 
Empire receives the proceeds of Income tax, Customs, Opium 
and Salt taxes, and the Provinces Land Revenue, Stamps and 
Excise. Bengal, with its fertile soil and unfailing monsoons, is 
agriculturally potentially the richest part of India, but it has a 
deplorable system of land tenure, and its provincial finance is 
crippled by “ permanent settlement.” If only the absurd theory 
that because in the eighteenth century the East India Company 
promised not to take more than certain definite sums from the 
Bengal Zemindars for the benefit of its shareholders, the Legis- 
lative Council of Bengal is prohibited from taxing a wealthy and 
parasitic class, were now abandoned, the Bengal Government 
would have larger financial resources than those of the other 
provinces. Prof. Banerjea, instead of advocating this solution 
of the problem, advocates proposals which will appear to Indians 
generally an inequitable subsidising of Bengal at the expense of 
the poorer provinces. Here again he fails to throw much light 
on the essential problem of Indian provincial finance, which is, 
how much increased revenue the provinces need in order to dis- 
charge effectively their duties in relation to public health, edu- 
cation, etc. ; and how to obtain that increase. 

Gilbert Slater 

Human Factors in Cotton Culture. By Rupert R. Vance. 

(London : Humphrey Milford. Pp. xi + 346. 135. 6d. net.) 

This is one of a series of social studies published by the 
University of North Carolina Press, and it comes at a very oppor- 
tune time, for several things have l>cen happening in the last few 
months to attract attention to the extraordinary state of affairs 
in the American Cotton Belt. The crux of tlie whole position is 
the intolerable social conditions under which the great majority 
of the farmers in the American Cotton Belt are living, and it must 
be understood that this applies to white men as well as negroes. 
Lest the state of affairs described by the author should be 
regarded as in any way exaggerated, it may be well to mention 
an official report recently published by the U.S. Department of 
Agriculture on the income and standards of living in 1924-26 of a 
group of w'hite farmers in Gwinnett County, Georgia, a typical 
cotton county in the Piedmont district, farmed mainly by whites. 
The return on which this report was based covered 288 typical 
farmers, of whom 94 were owners and 194 tenants or croppers, 
and the gist of the whole report may be condensed into one figure, 
No. 168.— VOL. XL. Y 
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that the total income of these people (deducting interest on capital 
in the case of the owners, but adding the value of the food and 
fuel furnished by the farm, as well as the rental value of their 
houses) averaged only 683 dollars 'ptr family y or say £140 for a 
family of five ! In comparing this with the average income of 
farmers in England, it must be remembered (1) that the cost of 
living is higher in America, and (2) that this is an average including 
owners, tenants and “ croppers,** but if the latter only had been 
taken, especially the crop])ers, the position would have been 
infinitely w'orse. The conditions under which many of these 
white farmers live, as the present reviewer has himself seen them, 
are incredibly bad, and it is well that they should be known not 
only outside America but also in the other more prosperous parts 
of the industrial north in Americ<a where they are just about as 
little known. 

The causes of this extraordinary state of affairs arc perfectly 
well known. They may be summed up as (1) the boll weevil and 
(2) bad farming. The ])oll weevil has reduced the average yield 
for the American Cotton Belt as a whole from something over 
200 lbs. to little over 150 lbs. an acre in an average year. Ihwl 
farming and the vagaries of the climate are, of course, responsible 
for a great deal. Good land well cultivated ought to yi(‘ld at least 
500 lbs. an acre, and could be made to do so even yat if weevil were 
properly controlled. But the most serious fact of the w'hole 
position is that the weevil hias affected not only the quantity but 
also the quality of the yield. The only way to evade the worst 
of the damage is to grow early maturing varieties, but these are 
generally of short staple and poor quality. In recent years the 
amount of this short-stapled cotton prodiiced in the Belt as a 
whole has increased very rapidly, and in Texas it has practically 
wiped out the old staple varieties on which Ijancashire was f»nc(‘ 
so largely dependent. 

With so strong a case it must be admitted that the author has 
not made his presentation of it nearly so convincing as it might 
have been. The fact is, he has not told the whole truth, which is 
that these conditions are largely preventable and that the worst 
feature of the whole business is the apparent impos.sibility of 
getting any reform seriously tackled. The boll weevil could be 
controlled, but only by co-operative action, which seems to be 
even more difficult in America than it is in this country. As to 
their farming methods, e.g. the almost universal one-crop policy 
of cotton and nothing else, all their own authorities have been 
telling them about this for a quarter of a century, but almo.st 
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without effect. The lack of rotations, the failure to use ferti- 
lisers, the almost complete absence of cattle or mixed fanning, 
and the utter neglect of the most ordinary methods of soil 
preservation, arc all conditions which the merest child in agri- 
culture knows can only lead to one result, the impoverishing of 
the soil and of its cultivators. Everybody in the Cotton Belt 
knows all this, but nothing is done. Year after year these 
miserable farmers struggle on under their hopeless burden of debt, 
from which they can only hope to escape by ‘‘ quitting,” very often 
surreptitiously, and trying again somewhere else. A good year 
just about enables them to break even. Why they continue to 
live under such conditions is almost beyond comprehension, and 
indeed can only be explained by the same utterly shiftless 
character that has produced these conditions. 

All this may sound very strong language, but anyone who 
knows the Cotton Belt and the conditions under which the most 
of the country population arc living, i.e. outside of the towns, will 
know that it is true. Mr. Vance’s book is not such as to command 
a very wide public in this country, w hich is to be regretted, for a 
really adequate statement of the whole facts of the case, along 
with a discussion of the causes and the remedies, ought to be 
widely circulated in every country ivherc American cotton is 
consumed. In the meantime the book provides an extremely 
interesting object lesson in what to avoid in our own Empire 
eotton-growdng fields. 

John A. Todd 

Labour and Iniernatiomilism, By Lewis L. Lorw in. (London ; 

Allen and Unwin. 1929. Pp. 684.) 

Mr. Lorwin has written a straightforward history of the 
activities of international Labour societies from the birth of the 
First International in 1864 to the intricacies of tlio post-war 
period, with the Second, Two-and-a-Half and Third Internationals 
in the political field, and the Amsterdam, the Red, and the 
Christian Federations representing international Trade Unionism, 
not to mention the International I’rade Union Secretariats, the 
recalcitrant Syndicalists with their Tniernational Working Men’s 
Association in Berlin and the medley of Youth Organisations, 
Sports Federations and the like. 

On the whole Mr. Lorwin tells his tale competently, though 
without evidence either of vivid inspiration or of the discovery 
of much new material. Chapters in this story, particularly the 
struggles of the First International and the wild hopes and 
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conflicts of the reconstruction period after the war, are romantic 
and exciting. The chief defect of Mr. Lorwin’s book is that it 
makes too little of this romance, tending rather to degrade every 
incident to a common level of matter-of-fact negotiation and 
organisation. Nevertheless, the author has accomplished a task 
of no small difficulty in making a consecutive and intelligible 
tale out of such complicated matters as, for example, the fruitless 
efforts of the Anglo-Russian Committee of 1925-27 to mediate 
between the Red Trade Union International and the suspiciously 
bourgeois Union leaders of Amsterdam. 

Mr. Lorwin’s final chapter on “ Horizons Ahead ” has no 
very definite conclusions to offer. He thinks that the inter- 
nationalisation of Labour activities in the immediate future will 
be held in check by a strong pull towards what ho calls “ Labour 
nationalism ” — namely, the tendency to defend the standards of 
high-wage countries by such policies as protective tariffs, control 
of immigration and concentration on improvements in the 
efficiency of labour to avoid wage reductions. National Labour 
parties and Trade Union organisations cannot but perceive the 
attractions of these policies, and their interest in uniting the 
workers of the world may be proportionately weakened. One 
fact, moreover, which stands out conspicuously from Mr. Lorwin’s 
whole story is the predominantly European character of all 
international Labour activities. Africa, Asia and Australia count 
for little more than names in pious resolutions, while American 
Labour abandons with difficulty its proud isolation (plans for 
the affiliation of the American Federation of Labour to the 
Amsterdam International being perpetually frustrated by the 
reluctance of the Americans to pay the capitation fees agreeable 
to Europe !). 

A number of minor inaccuracies and misleading statements 
disclose themselves in the course of the book. Unimportant in 
themselves, they are just sufficiently numerous to raise misgivings 
as to what may not lurk undetected. Thus, Mr. H. G. Wells 
will be surprised to find himself numbered amongst the founders 
of the Fabian Society; and the I.L.P. hardly less surprised to 
learn that they follow in the footsteps of Sidney Webb. Again, 
reference is made to the three Commissions into which the Inter- 
national Economic Conference of 1927 divided itself as though 
they were permanent bodies. And it is claiming rather much to 
suggest that “ President Wilson brought the United States into 
the war . . . expressly ... to rebuild international life on the 
basis of his fourteen points.” 
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Finally, if an EiigliHh critic may be so bold as to question th<i 
American language, must we have “ voluntaristic (p. 425) where 
“ voluntary ** would serve as well? 

Barbara Wootton 

Karl Marx, By Otto Ruhle. Tr. by Edes and Cedar Paul. 

(Allen and Unwin. 1929. Pp. 420. 15.s.) 

Much the best i)arts of this book arc the historical sections. 
In these are brought together many details of the activities of 
revolutionary societies throughout Europe from the early ’forties 
of last century down to the break-up of the First International 
in 1873. Much of this history, as, for example, that of the 
Federation of the Just formed by exiles in Paris in 1836 and 
subsequently converted into the Communist League, is not readily 
accessible elsewhere in English. In this book it is well told and 
the reader meets a varied company of revolutionary personalities 
— exiled and discontented aristocrats, escaped prisoners from 
Siberia, journalists, proletarians, politicians from France, Belgium, 
Italy, Germany and Russia — whose names have mostly been 
forgotten even amongst the leaders of movements of which they 
were the direct forbears. 

Mr. Riihle’s estimate of Marx as a thinker is much less valuable. 
It is diflBcult to say anything new and useful on this subject: 
and what Mr. Riililo repeats of old matte r is not well chosen or well 
expressed. To Marx's deficiencies as a human being and as a 
tactician he is fully alive ; but he does not seem able equally to 
apply his critical faculty to Marx's thought and writings. The 
book includes many long quotations from the hero’s books and 
journalistic work, frequently unintelligil)le (at least apart from 
their context), but always appraised with fulsome admiration. 
Nor is the selection of passages a particularly wise one. It is 
surely unnecessary to dev<»te seven page.s to a verbatim quotation 
of the Communisl Manifesto : and injudicious to add the comment 
that this document is ** as apposite, as true to life, as contemporary, 
as topical, as if it had been penned yesterday by a man intimately 
acquainted with our own day.” 

Nevertheless, the reader who will ^kip these })assages will not 
go away um*owarded from this book. The picture which it gives 
of Marx himself, impetuous, imi)ecunious and arrogant, strong 
in his affections and enthusiastic in his revolutionary programmes, 
but entirely without self-control or consideration for his family 
or his most devoted friends, is familiar ; but Mr. Riihle has draw n 
it with new detail. He prints letters from Frau Marx and eorre- 
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spondence between Marx and Engels and others of considerable 
interest, and has also illustrated his book with a number of 
exceedingly well-produced portraits of Marx’s friends and revolu- 
tionary colleagues, including Feuerbach, Lassalle, Liebknecht and 
a host of others. The author’s own attempt to assess Marx’s place 
as man and thinker suffers from over-rigid adherence to a kind of 
biological variety of the materialist interpretation of history. 
He is, for instance, determined to associate Marx’s sense of 
inferiority and persecution-mania with the state of his digestion. 
Nevertheless, the materials which he has brought together in this 
book should greatly assist his readers to form a just estimate of 
their own. 

Mr. and Mrs. Paul’s translation is entirely admirable. 

Barbara Wootton 

Die rechtlichen Grundlageii dcs Kapitidismiis, Von Geh. Hofrat 
Dr. Karl Diehl. (Jena : Gustav Fischer. Pp. (53. Mk. 2.) 
Elide des Kapitalismus ? Von Adolf Weber. (Mihichen : Max 
Hueber. 1929. Pp. 104. Mk. 2.60.) 

These vigorous pamphlets differ in the premisses from which 
they stai't and in the definitions which they assign to common 
terms. They agree in their desire to defend the capitalist system. 
Both value highly the services which they allege it has rendered 
in the past. Both hope and believe that it will long continue to 
flourish. Both attack Marx, Dr. Schmalenbach and Professor 
Sombart, the prophets of its approaching doom. 

The forecast of Marx they consider already refuted by the 
actual course of economic evolution. They regret Dr. Schmalen- 
bach’s theory that the capitalist system is being inevitably 
destroyed from within — the increase of fixed costs bringing all 
industrial activity under the control of cartels and thus restricting 
economic freedom. They refuse to believe with Professor Sombart 
in the slowing down of economic progress. Science will counteract 
the tendency to diminishing returns in the production of raw 
materials and food supplies. Moreover, the spirit of enterprise 
and adventure is still strong. For its display there is still 
unlimited opportunity. Their faith in the future of capitalism 
remains unshaken by his insistence upon the increase in the 
number of independent workers — craftsmen and peasant pro- 
prietors — the growing intervention of the State in the economic 
sphere, the rise of the public concern and the development of 
co-operative associations. 

Professor Diehl prefers to use the term “ capitalist system ” 
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rather than “ capitalism,” on the ground that the capitalist system 
is merely a definite historical epoch within the individualist 
economic system. It has as its distinctive characteristic the 
unrestricted use of private property. Agreeing with Professor 
Commons, he regards capital as a legal institution. It is a category 
of the law of pro];)erty. Capital represents the legal power to 
dispose of supplies of goods which are destined to serve for the 
acquisition of new goods. The foundations of the capitalist 
system rest on the new legal order which alone made possible the 
economic freedom and the economic advance of the nineteenth 
century. N<ithing has subsequently happened to invalidate the 
principles which lay behind this legal order. They hold good 
to-day. Why then should we feel that this legal order and the 
capitalist system which is so intimately related to it are menaced 
with destruction in the near future ? 

Professor Weber defines capitalism as the system in which 
independent economic agents work together ; invest their capital 
at their own risk ; seek to make the maximum amount of profit ; 
are driven by competition to adopt the most progressive methods. 
The alleged failure of Bolshevik experiment, the difficulties of 
conscious economic control, the defective management of public 
concerns, the limitations of economic democracy — all seem to 
show the impossibility of socialism. Its aim, however, is the 
central problem of all economic policy — to provide each citizen 
with the material means for the “ good ” life. But to achieve this 
aim the leadership and organising powers of highly gifted 
individuals are indispensable. The requisite tyixj of ability and 
character is most likely to emerge and function under conditions 
of economic freedom. Hence the necessity for the continuance 
of capitalism. 

J. Lemberg ER 

A Case for Laissez-Faire, By James W. Nisbet, M.A., LL.B. 

(London : P. S. King & Son, Ltd. 1929. Pp. vii + 245. 

75. 6d.) 

Mr. Nisbet is brave and painstaking, but none too convincing. 
He sets out to champion a lost cause with an armoury full of good 
old arguments, indisputable facts and at least one new idea. 
His object is to enlist the support of philosophical and psychological 
teaching “to reinforce the economic importance of an individu- 
ality which has transcended the stage of leading-strings.” It is 
perhaps hardly fair to blame Mr. Nisbet for not being Mr. Keynes, 
whom, by the way, he accuses of “ faulty logic.” There has never 
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in his opinion “ been a dualism between State and individual. 
No bridge is necessary because there is no gulf.*’ This somewhat 
startling statement is hai-dly borne out by the remainder of the 
argument. 

A brief historical introduction shows the doctrine of laissez- 
faire arising as a natural corrective to Mercantilism, and calling 
into being, by yet another swing of the pendulum, the views 
named, not too happily, Collectivism. The “ economic man ” 
was a perfectly justifiable abstraction, which rendered to economics 
exactly the same kind of service that the skeleton supplied to 
physiology. The additional postulates of mobility of labour and 
fluidity of capital were equally near to fact until interfered with 
by Government and 1'rade Union action. In spite of all, com- 
])etition cannot be eliminated: Exppllas fiirca, (uwrti iisfjvc 
recurret.'* Competition which is equal as well as free comes nearer 
than any other system to rewarding men for the actual services 
they render, and the entrepreneur is still capable of achievements 
which no other agency can rival. Comparing the productive 
activities of local authorities, statutory companies and private 
enterprise, Mr. Nisbet find.s that municipal management is the 
least successful of the three. In gas and electrical works, for 
instance, the mere carcase is attributable to municipalisation, the 
creative genius has emanated from private enterprise. Both in 
the production of gas and in railways, government regulation has 
acted as a discouraging check, thereby leaving a fair fiehl to 
younger competitive services. A marked feature of modern 
industrial organisation is the continued existence of the producer 
of small or moderate size, with his opportunities of direct contact 
with the consumer, his chance of discovering individual skill ami 
his ability to achieve an optimum position. Overpowering com- 
binations are, in the writer’s opinion, mere manifestations of 
megalomania, and rationalisation to be effective must become 
international, a consummation which ho assumes, without any 
attempt at illustration or proeff, to bo impracticable. 

He finds hope for the future in the facd that Capital and 
Labour are not necessarily irreconcilable : the gap between the 
two has been bridged by the development of a technique of 
management, and acquisitmn is not incompatible with publics 
spirit, genuine service and economic chivalry. What is required 
is a properly “ systematised individuality ” attainable by the 
“ sublimation of egoistic impulses ” towards those objects which 
bring genuine satisfaction to the individual and the race. The 
chapters entitled ‘‘ The Responsibility of the Producer ” and 
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“ The Rationale of Consumption” contain much excellent advice 
on spending, saving and investing, which an intelligent reader 
might ponder and act on with profit to himself and the com- 
munity. But how exactly the 48 millions of the United Kingdom 
are to be induced to ” sublimate their egoistic impulses ” it is 
difficult to imagine, nor docs Mr. Nisbot give us much beyond 
pious hopes. The book is interesting though somewhat discur- 
sive ; a great deal of it is familiar ground, and in the attempt at 
fair and impartial statement it fails to make as good a case as 
might well have been made for laissez-faire. H. Reynard 

A History of Financial Speculation. By R. H. Motfram. (Lon- 
don : Chatto and AV'indus. 1929. Pp. xi f- 324.) 

A FRANKLY disappointing book, almost incredibly badly 
written. If Mr. Mottram had given us a straightforward exposi- 
tion, the interest of the subject-matter alone would have com- 
manded a respectful hearing. But though he appears to be full 
of information he cannot get it out. He floats about and around 
it, seems to be always on the brink of some interesting revelation, 
and after much hinting at deep and extensive knowledge, retreats, 
leaving his reader baffled and disappointed. No doubt the style, 
which is jerky and inconsecutive and frequently ungrammatical, 
is partly to blame. 

The titles of the chapters are intriguing and there arc some 
good illustrations, not always collated with the text. One might 
have expected in a volume of this kind to find references to the 
practices of engro.ssing, forestalling and regrating, a connected 
account of the London Stock Exchange, and at least a con- 
secutive description of tlie South Sea Bubble. The two last- 
mentioned do indeed figure largely in Chajitcrs III and IV, but 
their treatment can only be described as a series of excursions in 
the midst of much irrelevant matter. A chapter on Law^ and 
Walpole promises an appreciation of the.se two outstanding men : 
there is a fairly coherent account of Law , but with Walpole we 
return to the method of hints and digressions. 

The style of the book is almost intolerably journalese. A 
Prime Minister — Lord Salisbury by the context — is the “ hirsute 
marquess.” “ The proletariat had not become vocative.” There 
is a Bibliography which includes among others such diverse 
autlioritics as the Encyclopaedia Britannica. Dr. Johnson’s Dic- 
tionary, and tw^o books about Tom Paine. But the reader is 
inclined to wonder how carefully the authorities may have been 
consulted. Count Corti’s two volumes on the Rothschilds, are 
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included in the Bibliography. Mr. Mottram describes the search 
of the Rothschilds’ house at Frankfort with a picturesque 
paragraph, all liis own, about the “ five bright-eyed little boys ” 
whom the French Commissioners found “ sharing a garret in 
which they had hardly elbow-room.” The incident, according 
to Count Corti — and it does not appear that Mr. Mottram has 
any other authority — occurred in 1809, when the youngest of 
the bright-eyed little boys was seventeen years of age and the 
eldest thirty-six. One can only suppose that Mr. Mottram’s 
imagination got the better of him. The last chapter, dealing 
with post-war finance and industry, is the best part of the book, 
but even here there is little that could repay the reader for the 
many tedious pages that precede it. If. Reynard 

A /I Economic Chronicle of the Great War for Great Britain and 
Ireland, 1914-19, With a Supplement dealing briefly with 
the years 1920-22. By N. B. Deahle. (Carnegie Endow- 
ment.) (H. Milford. Pp. 400.) 

The title of this book sufficiently explains its purpose, which 
has been accomplished with meticulous care, every event being 
entered on the day of occurrence. In addition, the record is 
checked at intervals with statements showing at certain dates the 
I)osition as regards (Ie])t, employment, mint outj)ut, and. output of 
commodities. It is an invaluable w'ork of reference for the shelves 
of an economic library. 

Principles of Company Law, By A. F. Topham, K.C. Seveutli 
edition. (Butterworth & Co. 1929. Pp. 420. Is, M,) 
Company Law, By A. Crew. Third edition. (Butterworth 
& Co. 1930. Pp. 374. Is. M,) 

The last editions of these handbooks are of special importance 
in view of the numerous changes in every branch of company 
law which are made or consolidated in the Act of 1929. They 
arc written by lawyers, and embody in their commentaries the 
interpretative decisions of the Courts ; but both of them set forth, 
under clear divisions of formation, operation, accounting, and 
winding-up, an account of modern industrial structure in England 
which economists will welcome for its helpful exposition of the 
materials of their own work. 

Tate^s Modern Cambist. Centenary edition. By W. F. Spalding. 
(London : Effingham Watson. Pp. 734. £2 26\) 

As the author points out, Tate could not have foreseen the 
international popularity of his book, for which in 1829 about a 
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hundred pages were sufficient. “ But the story has grown in 
the telling, and the present edition has required some 700 pages 
for an adequate description of the monetary conditions of to- 
day — and still the multiplication of monetary units goes on — 
and still is the unification of the world’s currencies a dream that 
has not come true.” The number of monetary units quoted in 
this edition is sixty-six, and includes the baht, the cruzeiro, the 
lempira, the ryala, the tilla, and the yuan. But the diversity 
is greater than the number of quoted units, since for example, 
the peso mcay be of 1*556 grammes in Uruguay, 1-451 grammes in 
Paraguay, 1-464 grammes in Colombia, *183 gramme in Chile, 
and has a difference in the fifth decimal place as between the 
Argentine and Paraguay. 

The account of the bullion and exchange markets has been 
brought up to date, in view of many alterations since the war ; 
and among new features is an account of the American silver 
market. An A])pendix gives an account of Tate’s activities as a 
commercial teacher, and of the establishment of his Cambist ” 
after some competition with the similar work of one Kelly. 

The author’s acknowledgments to many colleagues will be 
gratefully extended to himself for the years of work which this 
edition has required. 

The Economic Forces of the WorhL (Published (in English) by the 
Dresdner Bank, Berlin. Pp. 176 : with numerous tables.) 

The articles and tables in this Keport are produced, on the 
basis of reliable material from different sources, by the Economic 
Department of the Bank. The purpose is to show the recent 
history and present importance of those forces which, in the post- 
war period, “ have caused substantial changes and tensions in 
world economy.” Summary tables are given for the world, and 
by continents, for population, agriculture, sources of industrial 
energy, traffic, metallic raw' materials, textiles, and chemicals; 
foreign trade, gold supplies, national income, and national wealth. 
The detailed tables for these factors arc accompanied by textual 
commentaries on the recent changes in policy, technique, and 
tendency. The Section on National Incomes includes an account 
of the factors of interdependence in relation to real income. The 
commodity Sections are remarkable for both the completeness and 
compression of their information. This is the third issue, com- 
pleting 81,000 copies. 
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Worterbuch der Rechts- und Oeschdftsspracke^ Eiiglisch-Deutsches 
und Deutsch-Englisches. By Dora v. Bbseler. (Berlin : 
de Gruyter and Co. Pp. 223.) 

As a translator attached to the German Foreign Office, the 
authoress has collated corresponding terminology, and this is 
now expanded into an economic and legal dictionary. It is a 
most serviceable volume, meeting a need which ordinary 
dictionaries do not meet, and being based on an extensive use of 
leading periodical and other literature in both countries. 

Dizionario commerciale : lUiliano-Inglesc e Inglesc-Italiano, By 
Prof. N. Spinelli. (Turin : Lattes & Co. 2 vols.) 

This dictionary will be a valuable aid to students of Italian 
economics. It has an extensive terminology in subjects relating 
to economics, finance and statistics. 



NOTES AND MEMORANDA 

Db. Cannan’s Views on Unemployment 

To have provoked the publication of Dr. Cannan’s views on 
unemployment is a service I do not regret, even if the result is to 
demonstrate that my own views are wrong. The demonstration 
does not, however, seem to me complete, and I will therefore 
restate my position briefly in the light of Dr. Cannan’s criticisms. 

1. Dr. Cannan makes an important distinction between short- 
term and long-term unemployment. I was not unaware of the 
distinction (cf. pp. 4-5 and 117-119 of my Post-War Unemphy- 
rnent Problem), but I did not regard it either as the chief difference 
between pre-war and post-war unemployment, or as due to the 
Unemployment Insurance scheme. Dr. Cannan’s view is based 
on certain assumptions of fact — that an excess of short-term 
unemployment is “ not confined to particularly depressed indus- 
tries,” is ” not observable in uninsured occupations ” or countries 
without an insurance scheme, and that it is correlated in time with 
the coming into full force of unemployment insurance. Outside 
the period and the countries which have unemployment insurance 
schemes, many things are not easily “ observable ” which never- 
theless occur. Before the war short-term unemployment was 
quite common, as the Poor Law Commission’s investigations 
showed, and must have borne a high ratio to long-term ; it was 
common in those industries — Building and Docks — in which it is 
most extensive now. There is a good deal of it in the ” uninsured ” 
occupation of Agriculture, and a great deal of it in the “ un- 
insured ” countries of America. I attribute it, as the Poor Law 
Commission and Sir William Beveridge did before the war, to 
vicious methods of engaging labour and defective organisation of 
the labour market rather than to the provision of relief. 

2. T dismiss ‘‘ far too airily the influence of insurance on the 
mind of the insured.” If I did so, it was because I could not see 
that it is possible to make openings for employment merely by 
seeking them. Dr. Cannan seems to rr.e to dismiss far too airily 
the safeguards in the Insurance scheme against the grant of 
benefit when employment is available. My remark that “ sooner 
or later ” the unemployed workman is obliged to accept work 
outside his own district or trade was, as the context shows, 
merely a summary of the numerous and detailed rulings by 
which the umpire safeguards the insurance fund against claims 
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when work is available ; it is sooner ” in the case of a single man 
without dependents, '' later ” in that of a married man with a 
skilled trade and a settled home ; which is reasonable. Where 
the regulations may be delaying the expansion of employment is 
in requiring the standard rate of wages as a condition of treating 
an oiler of employment as “ suitable.” It is true that the volume 
of unemplo 3 rment would be reduced if the time-lag in the move- 
ment of labour to available jobs were reduced ; but the way to 
secure that object is surely to improve the efficiency, by extending 
the use, of the Employment Exchange system. Merely harrying 
the unemployed more probably tends to increase the number of 
casual engagements, and so to extend short-term unemployment 
or chronic under-employment. The “ waiting period ” was, in 
fact, extended, and conditions otherwise made more stringent, 
in February and July 1925, without any discernible effect on the 
figures of unemployment. 

3. Rationalisation “ as a cure for unemployment ” is “ per- 
fectly futile.” I readily admit that, where demand is inelastic, 
the immediate result of reducing costs may be to reduce employ- 
ment ; but, on a dynamic view, an inelastic demand schedule may 
rise as a whole from one year to another. At any moment in the 
fifty years before the war the demand for coal or wheat was 
probably inelastic ; yet demand increased throughout the period. 
The reasons for believing that such a reduction of costs as might 
be effected by reorganisation was needed in the interests of 
employment can be summarised quite shortly. The world 
demand for the products of all the depressed industries is growing 
with growth of world population and wealth; this increase will 
be satisfied from other sources if our costs are higher than theirs. 
Even if there is no growth in aggregate demand, it is not certain 
that our share of production might not be restored to something 
nearer its former proportion, as the shipbuilding and coal indus- 
tries have demonstrated. Even if we have to import raw material 
and export the manufactured product, as in the case of the 
cotton industry, so has our chief rival Japan. It cannot be 
assumed that because a raw material is grown in a country it is 
necessarily cheaper to manufacture it in that country; it costs 
no more to bring cotton from Galveston to Lancashire than to 
take it to the chief cotton manufacturing areas of the United 
States. As Lord Salisbury said in another connection, it is 
advisable to use large-scale maps. 

Even if lowering costs offered no prospect of increasing 
employment, it would still be necessary in the interests of main- 
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taining employment. As I pointed out (pp. 49-50), a good deal 
of employment is at present being given at a loss. Unless the 
loss can be stopped, this employment will no longer be given. 
On the other hand, if the loss can be stopped, the demand for 
labour, which the revenue of these industries provides, will be 
increased ; for example, if the 200 cotton mills, which lost on an 
average £10,000 each in 1928, had been able to cover their costs 
and charges, they might have given rather less employment in 
the cotton industry, but they would have added £2,000,000 to the 
national income, instead of merely transferring £2,000,000 from 
their unfortunate proprietors to their creditors, or, where they went 
bankrupt, from their creditors to their employees. A reorganisa- 
tion that reduces costs has the same ultimate effect on employ- 
ment as any other labour-saving device; it increases wealth, 
and therefore increases the demand for labour. Has Dr. Cannan 
himself slipi)ed into the ‘‘ lump of labour ** fallacy? 

4. The chief criticism that Dr. Cannan brings, however, is 
that I ignore, or neglect, the ‘‘ true remedy of unemployment, 
“ redistribution of labour force between the different occupations,” 
and that this neglect is explained by my holding the “ lump of 
labour fallacy.” Actually the difference between us is very 
largely that my discussion was confined to the special conditions 
of the post-war problem, while Dr. Cannan is discussing unem- 
ployment in general. Before the war redistribution of labour 
kept unemployment within comparatively narrow limits; even 
after the war, until 1925, it was effective in reducing unemploy- 
ment. Since 1925 it has not sufficed, and, in the twelve months 
since I wrote, unemployment, in .spite of much redistribution and 
the assistance of the })olicy of transfer, has incretLsed 40 per cent. 
My reference to the policy of transfer was a bare reference to fact ; 
the policy had achieved little, and Dr. Cannan, with fifteen months 
additional experience to draw on, does not show that it can achieve 
more. If and where there is a demand for labour, the spontaneous 
mobility of labour, assisted bj’^ the ordinary functioning of the 
Employment Exchanges, can be relied on to meet it, as is shown by 
the immense transfers from the munitions industries and into Build- 
ing since the Unemployment Insurance scheme was made national 
in extent. There appears to be little scope for a policy of transfer, 
over and above these existing agencies of redistribution. 

If it is to be guilty of the ” lump of labour hillacy ” to dis- 
believe that the release of labour by a declining industry auto- 
matically ensures a compensating increase in the demand for 
labour in another industry, in the same country, and at the same 
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or higher rates of pay, I must plead guilty. As Dr. Cannan 
guesses, I do not regard the people of Great Britain and Northern 
Ireland as a self-contained and self-supporting community (his 
own argument seems to imply that they are), and I regard it as 
quite possible, therefoi'c, for an expanding world demand for 
commodities to be satisfied from other sources without relieving 
unemployment in this country at all. That will happen if our 
costs are higher than those of competing countries, which also 
have unemployed workers and idle capacity that they wish to 
employ. We could still employ our population in meeting our 
own needs, as Dr. Cannan argues ; but is it certain that we can 
do it “ without reducing the advantages [of the employment] 
much below that of other occupations/* or that “ trades for 
domestic consumption ’* could provide as good a living ** for 
the workers at present dci)endent on the export trades if we once 
lost these export trades ? I discounted tlie growtli of certain 
expanding employments because it was due, at least in part, to 
protection and subsidies. Dr. Cannan assumes, what I wish to 
see proved, that our comparative advantages for the manufacture 
of motors, and for the unspecified occupation in whicli the 
daughter of a Welsh miner is making good in Oxford und(T his 
eyes, are greater than our comparative advantages for steel, cotton 
or fine dress goods. If not, if their expansion is explained by 
subsidies and protection, they do not afford proof of the possi- 
bility of relieving unemployment by mere redistribution. 

It is assumed, not only that occupations could bo found for the 
present unemployed by redistributing them, but that these 
new occupations will give them employment at the same or higher 
rates of wages. No one would dispute the possibility of finding 
work for the unemployed at some rate of wages ; surely it is not 
“ the lump of labour fallacy ” to hold that it would not be possible 
at any rate of wages. If the unemployed would work for a pound 
a week, there are many new industries that w^ould spring up to 
absorb them ; but in that case there would be no need to redis- 
tribute them, because the existing industries could reabsorb them. 
In a previous essay on this subject (Economic Journal, March 
1928) I argued for the view that by a redistribution of labour such 
an increase in production might secured, that the whole of the 
working population might be employed at something like present 
average wages. Theoretically I can still see the possibility of this ; 
but practically, after two more years of abnormal unemployment, 
I see no likelihood of its being achieved, whether by spontaneous 
movement of labour or by a policy of Government transfer. 
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Either, therefore, a reduction in wages, at least to the real level of 
1924, or an increase in the productivity of industry by the appli- 
cation of more capital, technical improvement, or reorganisation, 
is necessarj^ or we must expect unemployment to continue. And 
this whether we abolish unemployment relief or not. 

I do not, therefore, hold the fallacy that the demand for labour 
is fixed and limited, and I quite readily admit that by an appro- 
priate redistribution of labour, which the abolition of the Un- 
employment Insurance system might assist, all the unemployed 
might be employed. The important question is, on what terms 
could they be employed. It is unlikely that they would all be 
employed on terms as good on an average as those enjoyed by the 
workpeople at present in employment. The possible terms 
depend on the distribution of industrial skill, the amount and 
form of capital available, the existing organisation and market 
connections of British industry, none of which can be changed 
suddenly. No doubt by the year 2000, or even 1950, industry 
will have adjusted itself to the changes brought about by the w^ar 
and the return to the Gold Stfindard ; but the iieople engaged in 
industry to-day, unlike economists, are not able to look at 
economic problems suh specie aterniiatis. 

In fact the remedial influence of redistribution of labour has 
not kept pace with the influences tending to increase unemploy- 
ment. The important ja’actical question, therefore, that Dr. 
Cannan brings out is, wliat is holding up and dela^dng redis- 
tribution ? Unemployment relief may be an influence ; but it 
cannot be the chief influence, because industry is organised, and 
openings for employment created, not by the wage-earner, but 
by capitalist enterprise. Three influences seem to be checking 
this enterprise. One is the level of wage-rates, which have been 
maintained at approximately the 1024 level, while the price, 
which the employer gets for his products, as shown by the average 
price of exports, has fallen 18 }^r cent. A second is the general 
fall in prices. The third is the heavy direct taxation of profits, 
out of w'hich expansion and new enterprise are financed. The 
growth of industry before the war, which carried with it the 
redistribution of labour, was effected mainly by successful firms 
expanding out of profits ; and the increased rate of taxation of 
profits is one of the most obvious and largest economic changes 
that distinguish the post-war from the pre-war period. It is 
difficult to see how new openings, at equal or higher rates of pay, 
can be created for displaced labour as rapidly as they w’cre created 
before the war. Henry Clay 

No. 158.— VOL. XL. z 
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The Eaul of Bai.four 

By the death of the Earl of Balfour, in the ripeness of his 
3 "oars, the Royal Economic ScKUcty has lost the last of the dis- 
tinguished statesmen who were its original Vico-P:esideiits at 
the date of our foundation forty 3 ^ears ago, though, hap])ily, no 
less than six of our original members of Council are still serving 
the Society. 

Arthur James Balfour was ])robably better equipj)ed than any 
man, who has been Prime Minister of Great Britain in modern 
times, to hold high office in our body. He first came to the subject 
in his undergraduate days in Cambridge as the pupil and friend 
of his brother-in-law, Henry Sidgwick. His first speech in the 
House of Commons was on the subject of Bimetallism. His 
Economic Notes on Insular Free Trade was certainly (he most 
“ academic '' memorandum which a Prime Minister has ever 
circulated to his Cabinet. 

His attitude to the two great economic controversies of the 
last generation, in both of which he played a part of lirst-rate 
importance- -the Bimetallic (Controversy and the Tariff Reform 
Controversy — well illustrated his most marked int(‘llectual 
characteristic, the remarkable open-mindedness with which ho 
combined a cautious and balanced conservatism. Except for 
those who are too “ enthusiastic,” too hasty to traTislato ideas 
into action, there was nothing in the intellectual world of England 
more charming and beautiful to behold than this supremely 
well-informed, brilliantly dialectical, open-minded conservative, 
perfectly poised between the past and the future. 

His boldest flight of policy naturally came earliest. “ Mr. 
Balfour’s speech at Manchester on October 27, 1892,” the 
Economic Journal recorded at the time,^ “ marks an epoch in 
the history of English monetary discussion.” His repudiation 
of the gold standard in the form in which it was functioning in tlie 
early ’nineties was unqualified. “ The instrument of exchange,” 
he said (meaning gold monometallism), ” which you actually 
have is a bad instrument, and I offer you for your acceptance an 
instrument which, if not perfecjt, is at all events practicable, and 

^ Vol. IT., p. 105. The apoech in queation was rcprinloci in British Industries 
and International Bimetallism. 
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is incomparably better than any which you are likely to obtain 
by any other means of which I have any knowledge.” One does 
not easily find an equal boldness to-day from any statesman who 
has led his party in Parliament —as Balfour already had in 1892. 

Some years later he was again unafraid to bo an economic 
heretic — whilst perfectly aware of the opposing arguments — along 
linos of his own which were not palatable to either of the contend- 
ing factions. The Economic Notes on Insular Free Trade is one 
of the most remarkable scientific deliverances ever made by a 
Prime Minister in office. It wears well and bears re-reading. 

I think that economists to-day would treat Balfour's doubts, 
hesitations, vague sensing of troubles to come, jiolite wonder 
whether unqualified laisser-fairt is quite certainly always for the 
best, with more respect, even if not with more sympathy, than 
they did then. Mr. L. L. Price, reviewing the |)amphlct in the 
Economic Journal (Vol. XI 11. ]>. 507), recorded that “one 
impetuous critic (^Ir. A. C. Pigou in a letter to The T'imes) asserted 
on the morrow of the publication of the ])amphlct that Mr. 
Balfour had done no more than state propositions with which 
most modern economists would agree, when expressed in this 
abstract form, and that on some points they would be ready to 
go farther than he had done ; but, he added, no attempt had been 
made by the Prime Minister to bring these undisputed, or in- 
disputable, hypothetical reasonings into the relation with the 
actual facts of the present circumstances of England which was 
needed to justify a practical policy, and such an attempt was 
doomed to fail.” 

This is not quite one’s feeling on re-reading the j)amphlet 
to-day. One can still note the sophistry of the (h'licate transitions 
from the demonstration that a doctrine is not certainly false to the 
half-suggested implication that it is, therefore. probalAy true. 
But when it comes to the facts of (ireat Britain’s situation, as 
vlow^ed in the light of after-events, one must feel a respe(‘t for the 
])rescienco and sensitiveness of the autht)r. In the Marshall 
library at Cambridge there is to be found Alfred Marshall's copy 
of the Economic Notes with his many comments pencilk'd in the 
margin. Here again one feels — beginnu\g with Balfour's sentence. 
‘‘ wo must now accept the fact that the most advanced of our 
commercial rivals are not only prote\. tionist now, but in varying 
measure are going to remain so, ' and ^larshall s comment, 
‘ not certain ” — that the statesman’s prevision of the subsequent 
course of commercial and industrial policy has proved the more 
correct. z 2 
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We have lost in Arthur James Balfour one of the greatest 
ornaments of his age, a steady friend in high places of science and 
art and sound learning, a lover of Universities and what they 
stand for, one who was sensitive and exquisite in every occasion 
of courtesy or taste. 

J. M. Keynes 


Current Topics 

We announce with much regret the death of Dr. Arthur 
Twining Hadley, President Emeritus of Yale, at the ago of seventy- 
three. Dr. Hadley was an original member of the Royal Economic 
Society. We hope to publish some account of him by Professor 
Irving Fisher in the next issue of the Journal. 

This issue of the Journal has to go to press before the date 
of the Annual Meeting of the Society called for May 28. Our 
President, Professor H. S. Foxwell, was to have delivered his 
Presidential Address on this occasion, but owing to illness it has 
been necessary that this Address should be postponed. It was 
proposed, therefore, to hold a discussion on “ Some Problems of 
Rationalisation,” with Professor A. C. Pigou in the Chair. Two 
new Vice-Presidents are nominated for election on this occasion, 
namely, Lord Passfield and Dr. Bonar, both of them being original 
members of the Society and with long service on the Council. 


The net gain of new Fellows and Library Members, after 
deducting those lost by death, resignation or default, is, for the 
third year in succession, in the neighbourhood of 300. The total 
number of Fellows and Library Members on December 31, 1929, 
was 3,465. The Revenue Account of the Society shows a satis- 
factory surplus. A copy of the balance sheet and other particulars 
have been posted to all members of the Society. 

We are asked to announce that an International Conference 
of Agricultural Economics and Farm Management, in continuation 
of the Conference held last year at Totnes, Devon, will be held at 
Cornell University, Ithaca, New York, from August 8 to August 
29. The programmes for the Conference are now available and 
may be obtained from Professor Leland Spencer, Department of 
Agricultural Economics, Cornell University, Ithaca, New York. 



RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 

Part T. 1930. The Present Position of the British Coal Trade, J. H. 
Jones. Money and Index-numbers. R. G. Hawtbby (with 
discussion). 

Economica. 

March, 1930. Is America Prosperous ? T. E. Gregory. The 
Present Position of Economic Science. L. Robbins. The Early 
History of Industrial Conciliation in England. J. R. Hicks. 

Sociological Journal. 

January, 1930. European Democracy and the New Economic Forces. 
C. Dansox. Surveys and Country Life. A. Farquharson. 

International Labour Review. 

February, 1930. Working Conditions in a Rationalised Industry : 
the Bata System and its Social Cojisequences. The Crisis in the 
Australian Coal Industry. F. R. E. Mauldox. The Internaiional 
Organisation of Migration. C. Tait. A7}nual Holidays with Pay 
for Miners. 

March, 1930. Injunctions in Labour Disputes in the U.S.A. E. E. 
Witte. Employers' Additional Unemployment Benefit Schemes in 
Great Britain. M. B. Gibson and E. J. Riches. The Family 
Allowance System : a Survey of Recent Developments. 

April, 1930. The Preparatory Technical Conference on Conditions of 
Employment in Coal Mines. F, Maurei'TE. Industrial Relations 
in the London Traffic C 'ombine. G. A. Johnston and T. G. Spates. 
Employment and Unemployment in some Grcal European Ports. M. 
Gottschalk. 


Ths Political Quarterly. 

January, 1930. This first issue contains The Problem of the Coal 
Mines, by G. D. H. Cole ; The Question of High Wages, by J. M. 
Keynes ; Hoiv far can a Labour Budget go ? by J. Wedgwood. 

April, 1930. Empire Free Trade. T. E. Gregory. 

Quarterly Journal of Economics. 

February, 1930. The Tariff 1929-30. F. W. Taussig. Economics 
and the Idea of jus Jialurale.” O. H. Taylor. The Measure- 
ment of the Physical Volume of Production. A. F. Burns. Con- 
trol of Investment versus Control of Return in the Regulation of 
Natural Monopolies. B. W. Knight. Business Fluctuations and 
Public Works. Q, Bielschowsky. Statistical Light on Profit as 
omedysed in Recent lAteralure. R. C. Epstein. Industrial Com- 
bincUion as surveyed in Recent Literature. P. T. Homan. 
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Harvard Jourml of Economic and Buaintsa History . 

Februaky, 1930. Materials for an Economic History of the Ancient 
Near East. A. T. Olmstead. The European Financial Crisis of 
1559. H. Hauser. The Massachusetts Bank, 1784-1865. M. H. 
Foulds. History of the Bank of Italy in California. G. W. 
Dowrib. The French Railroads, 1823-42. G. Lefrano. 
Business Leaders in Cologne in the Nineteenth Century. M. L. 
IlARTSouGir. Trend of the Southern Iron Industry under the 
Plantation System. L. J. Cappon. 

Journal of Political Economy. 

February, 1930. A Measurement of British Industrial Production. 
N. A. Tulles and P. H. Douglas. Inter-allied Debts, Reparations, 
and National Policy. H. L. Lutz. The General Property Tax 
and the Farmer. M. Newcomer. The Rise of the American 
Cottonseed-oil Industry. H. C. Nixon. 

American Economic Review. 

JVIarch, 1930. Velocities, Turnovers, and Prices. H. J. Davenport. 
New Estimates of National Incomes. H. E. Fisk. Classifications 
of Public Expenditures. H. W. Guest and M. H. Hunter. Cor- 
porations and the Public Investor. A. A. Berle and G. C. Means. 
Rent under Increasing Returns. F. A. Fetter and A. B. Wolfe. 
Land and Capital (a note). E. Cannan. 

December, 1929, Papers and Proceedings of the Annual Meeting of the 
American Economic Association. This includes papers on Public 
Works and U nemployment ; Reparations and the Flow of Capital, 
and the Mechanisation of Industry. 

Annals of the American Academy of Political and Social Science. 

March, 1930. Real Estate Problems. This study is mainly of interest 
to the general reader through its articles on the problems of land 
valuation and taxation. 

Wheat Studies (Stanford, California). 

February, 1930. The Contractility of Wheat Acreage in the United 
States. Will the Federal Farm Board be able to restrict the 
acreage planted to wheat ? 

March, 1930. The Danube Basin as a Producer and Exporter of 
Wheat. The Danube Basin has lost its importance on the world 
wheat market since the war, its annual exports falling from 
110 million bushels in 1909-13 to 36 million bushels in 1923-27, 
due to a lower yield per acre. The decline is mainly attributed 
to agrarian reform in Roumania. 

Revue d'Economie Politique. 

January-February, 1930. Situation et avenir de V agriculture 
fran^ise. M. M. Auoe-Larib6, P. Caziot, P. Halle, H. Rouy. 
La riforme de Vdtalon de change-or. F. Mlynabski. Le erddit par 
acceptation d Londres. H. Pouyannb. Uosuvre scientifique de 
quelques dconomistes itrangers. M. By^. Quelques aspects 
dconomiques de la conquite espagnole de VAnUrique. L. Baudin. 
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Journal dee Ecmomisiea. 

Janxjaby, 1930. Du risque en matiire de banque P. Cauboue. La 
reforme monitaire en TcMcoslovaquie. L. J. Dvorak. 

February, 1930. La righmentation du vote plural dans les socUth par 
actions, A. Pottier. La solidariii des banques dans la distri- 
bution du credit, L. Alibert. Les rdsultats de la guerre mondiale, 
R. J. Pierre. Terminologie iconomique, R. S^dillot. 

March, 1930. Le travail de la femme et la natalitd, L. G. Numile. 
Les Cartels en Pologne, C. de K. 

Metron, 

February, 1930. La demande dans ses rapports avec la rdpartitim des 
revenue, R. Roy. An important analytical reconsidcrafion of 
some aspects of the demand curve. 

Revue de VInstitut de Sociologie, 

October-December, 1929. U investigation scientifique et ses carac- 
tires propres dans les domaines sociaux, G. Hostelet. La 
sociologie et les sciences sociales. W. M. Kozlowski. 


Schmolhrs Jahrbuch. 

December, 1929. Zur neuesten Entwicklungslehre votn Einkommen 
und Ertrag. K. Diehl. Bemerkungen zur Friihgeschichte der 
allgemeinen Steuerlehre, F. Karl Mann. Except for some few 
monographs, such as those of Seligman and Ricca-Salernos, there 
is no work extant dealing with the general history of taxation. 
Prof. Mann, therefore, seeks to deal with certain general prelimin- 
aries, which, however, only relate to the seventeenth and eighteenth 
centuries. These, moreover, are only concerned with the growth 
of taxation postulates. It is shown that the concept of general 
taxation first appeared in the middle of the seventeenth century, 
but general taxation policy was not resorted to until fifty years 
afterwards. There is a good classification of taxation theory in 
the twenty years prior to Adam Smith. Soziographie, R. 
Heberle. 


Zeitschrift fiir Natioimlokonomie, 

1 Band, 4 Heft. January, 1930. The deposit ” myth in the Theory 
of Banking, A critical discussion of the views of Withers, 
l^wrence and others on one side, and of Cannan and Leaf on the 
other. The Level of Marginal Utilities and Liefrmnn^s “ IjOw of 
the Equalisation of the Consumers' Marginal Returns," W. 
Kromphardt. An examination of Liefmann*s views in relation 
to those of the Austrians. Transfer and Price Movemenis, G. 
Haberler. Starting from a recent discussion in the Economic 
Journal, the conclusion is reached that it is wrong to assert that 
the barter terms of trade must move against a remitting country. 
This discussion is continued on another ground by F. Machlup. 
The Wheat-trading Monopoly in Switzerland^ 1914-28. J. Land- 
MANN. Psychological Economies in France, M. Rocte-Aoussol. 
The Theory of Population and the Austrian Population Census of 
1930. W. Winkler. (All these articles are in German.) 
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Zcitschrift fiir die gesami>e Staatswissenschaft, 

88 Band, 2 Heft. March, 1930. Geldwirtschafl, Kapitalisrmis, und 
Landwirtschafl. H. Se^j. A general historical survey of the 
influence of Capitalism on agriculture. Erkenntnisthearetische 
Kritik der Grundlehren Liefmanns. K. Englis. A defence of the 
teleological conception of Englis against the psychological con- 
ception of Liefmann. Steuerbiologie und Statiatik, F. Meisel. 
An analysis of the recent tax statistics of Zurich. Pellegrino 
Rossi. G. Bouroin. 

Jahrbiicher fiir Naiionalokonomie und Statistik. 

February, 1930. Zur Theorie der Wirtschaftswissenschoffsn. E. 
Carell. Erne synthetische politische Oekonomie. O. Wbin- 
BER(}ER. Der wirtscfiaftliche Zusammenschlusa in Mitteleuropa. 
E. Hantos. 

March, 1930. Methodik und Erkenntnisobjeckt einer Theorie der 
V olkswirtschaftlichen Dynamik. E. H. Vogel. 

W eltwirtschafUiches A rchiv. 

April, 1930. Konstanz und Variahilitdt okonomischer Grdssenhezie- 
bungen. p]. Schams. Statistik uiul Teuerung. P. Hermbero. 
Die internationalen Goldhewegungen. A. Boer. Eniwicklungs- 
linien der landwirtschaftUcheji Weltprodukiion. G. A. Studensky. 
The Quantitative Study of Recent Economic Changes in the United 
States. A. R. Burns. Economic Research Wwk. A. 6. H. 
Dent. Der polnische Hafen Gdingen als Weltbewerbfaktor in der 
Ostseeschiffahrt. H. Steinert. Landwirtschaftliche Wander^ 
arbeiter in den V. S. von Amerika. R. Heberlb. 

V ierteljahraJufte fur Konjiinkturforschung. 

Sonderhcft 17. Die Dynamik des Baumarkts. K. Hunscha. 

EurojM- W irtschaft. 

No. 1. This is the first issue of a new periodical. Zollfried. W. 
Grotkopp. Der Haag- und dann ? E. Stbrn-Rubarth. 
Europa an der Schwelle zweier Geschichtsphasen. W. Woytinsky. 
Konjunktur- und Zollpolitik und Massenwohlstand. M. Elsas. 
Der Volkerbund und das KohUnproblem. R. H. Haupt. 

Giornale degli Economisti. 

December, 1929. Le teorie economiche di Rodolfo Benini. G. Del 
Vecchio. Profili teorici delle prognosi economiche. G. Pietra. 
A plea for the further study of the technique of the construction of 
economic barometers, the potential value of which is emphasised. 
Per un dizionario di semiologia economica : i matrimoni. Dr. 
Tagliacarne, referring to a suggestion put forward by Professor 
Benini in 1891, advocates the preparation of a “ dictionary of 
economic semiology ” — i.e. statistical tables and charts, illus- 
trating the historical movements of economic phenomena with a 
view to ascertaining inductively the existence of casual relation- 
ships. As a contribution thereto he provides a series of charts 
showing the numbers of marriages, output of agricultural produce, 
and foreign commerce for Italy from 1870 to 1928. Alcuni effeiti 
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ecoiumici dei prestiti esteri in Germania. C. Brbsciani-Turroni. 
A long and important article, containing a great deal of statistical 
information, with reference to the economic effects of foreign loans 
on Germany. The economic history of Germany from 1924-29 
affords ample scope for a study of the influence of foreign borrowing, 
not only because of the relative magnitude of such loans, but also 
because of the great fluctuations in their volume. The author 
estimates that, out of the net total of £800 million borrowed 
abroad by Germany (allowing for German exports of capital), 
£449 million were imported in the form of goods and services; 
£135 million were transferred abroad in pa 3 nnent of reparations ; 
£77 million served to pay interest ; and £120 million were converted 
into gold or foreign Devisen. / principali scritti di Rodolfo 
Benini. R. Bachi. 

January, 1930. La curva statica di offerto. Professor Amoroso 
contributes to the mathematical theory of supply curves under 
static assumptions. He discusses the shape of the cost curve; 
the relation between price and marginal costs under modem 
conditions of large-scale enterprise; the problem of multiple 
monopoly; and the supply curve on the assumption of com- 
petition. “ For each single firm the percentage deviation between 
price and the marginal cost is directly proportional to the quotient 
between the quantity produced by the firm and the total pro- 
duction ; and inversely proportional to the elasticity of demand." 
He defends, against the criticisms of Bertrand, Edgeworth and 
Pareto, the doctrine of Cournot, that there must be a position of 
stable equilibrium under conditions of bilateral monopoly. 
Della identity dei concetti astratti di monopolio e di concorrenza di 
venditori agli effetti della determinazione del prezzo e della qvantitd 
qfferta. A. Crosara. AppurUi sulla rendita del conaurmtore. A. 
Graziani. Un progeUo di riduzione delle spese militari in Sardegna 
net 1812. A. Bernardino. La legge del Mitsckerlich e la ana 
applicazione nelV economia della fertilizzazione del auolo. G. 
Medici. 

Ixi Ri forma Sociale. 

January-February, 1930. Di un particolare aapetto delle impoaie aul 
conaumo. Dr. M. Fasiani discusses the conditions under which 
a tax, yielding a given amount of revenue, levied on a single 
individual, will produce equal or greater or less sacrifice if imposed 
on his income, or, alternatively, on his expenditure. La geatione 
delle ferrovie delh atato nel seaaennio, 1923-24 — 1928-29. F. A. 
RApaci. a detailed analysis, with much statistical material, of 
the operation of the Italian railways between 1923 and 1929. 11 
controllo della moneia per mantener fermi i cambi od i prezzi. V. 
PORRI. 

De Economiat (Haarlem). 

November, 1929. De veranderlijkheid van prijzen. Ir. L. Ham- 
burger. A summary of the main points in two articles published 
elsewhere by the author, with references to two prospective 
publications. The main idea is that the apparently unregulated 
picture of market prices behaves like a powerful interconnected 
elastic B 3 rstem, like a living organism characterised capacity 
to repair the consequences of serious catastrophes. There is need 
of a dynamic point of view which consciously endeavours to view 
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things not merely in their existence but in their operation. In the 
discussion it is emphasised that, so far as concerns the marginal 
producer, experience shows that at any moment a considerable 
number of enterprises are run at a loss. In a summary of the 
second article the relation of prices in different countries is dis- 
cussed. The links which connect the price levels in two countries, 
or keep them within certain limits, appear to be in high degree 
calculable. In place of the conception of a law of purchasing 
power parity (going back to Ricardo) there emerges a law of 
purchasing power disparity, of which the former law appears to be 
merely a special case. The position is that there is a constant 
striving towarcl^ a position of purchasing power parity, but there 
are perpetually influences which urge away from this balance. 
There are thus two limits, purchasing power parity and the marginal 
disparity of purchasing power. The aiithor^s theories (which 
probably require a fuller statement for their complete compre- 
hension) are illustrated and objections considered. Overschrijding 
van de grenzen van het arbeidarecht. A. N. Molenaar. The law 
relating to workmen is concerned with the legal relations of those 
who must provide for themselves and their families by rendering 
services in return for wages. It is concerned with the relations in 
industrial life of people who are not independent. This dependence 
coincides in many cases with a certain weakness economically. 
The object of the law is therefore to give a certain protection and 
support, and it need not go further than is called for by the actual 
existence of a weak industrial position on the side of the workers. 
It is suggested that there is a tendency to go beyond this, and to 
lay down conditions which are not justifiable on the basis which 
protective legislation postulates. Among the examples cited are 
the provisions with regard to night-work in bakeries where the 
employer and his wife alone are concerned, and the question of 
closing hours for shops where no employees are affected. Pro- 
tective legislation should not extend to the independent worker. 

January, 1930. Een nietiwe weg voor conjunctunr-onderzoek^ eeii 
nieuwe richtlijn voor co7ijunctuur-politiek. Ir. L. Hamburger. A 
mathematical discussion of the trade cycle, applying ideas derived 
from physical science, “ The business cycle is commonly con- 
sidered to be in principle an harmonic wave motion about a moving 
equilibrium. This is not so. The chronic recurrence of economic 
recessions should be interpreted as essentially a composite 
relaxation phenomenon."' (A condensed summary of the article 
is given in English.) De October ^criaia, H. A. van Niebop. A 
review of the circumstances leading up to the American financial 
crisis of last year. The author’s view is that the latest crisis has 
taught us nothing. De vaatatelling der pacht van overheidawege. 
J. Smid. a discussion of legislation pending on the subject of 
tenants’ rights. The four points under discussion among those who 
advocate a new law are ; — (i) compensation for tenants’ improve- 
ments ; (ii) right to a reduction of rent in the event of failure of har- 
vests ; (iii) right to renew lease on expiry ; and (iv) authoritative 
determination of rent. The article is devoted to the fourth point, 
and the writer deals with the difficulties which arise from the 
practical, the social, the economic and the political point of view. 

February, 1930. De ontmkkeling der gemeentefinancien in de naaate 
toekomai. A. van Doobkinck. A discussion of the disquieting 
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increase of local indebtedness compared with the increase of the 
national income. An analysis of the most recent figures available 
shows an increase in local indebtedness of 25 per cent, durihg three 
years, while the corresponding increase in the national income is 
4*5 per cent. This increase, moreover, is greatest in the largest 
authorities. There is consequently a constantly increasing burden 
on the national revenue. The causes of this expansion are : — 
(i) the impulse to expansion as a legacy of the war; (ii) an er- 
roneous view regarding the productivity of municipal and local 
enterprise, and (iii) certain defects in Dutch administration. The 
article is devoted chiefly to the second and third points, and 
reference is made to views expressed at a recent conference at 
Breda with regard to the financing of public baths, playing- 
grounds, etc. The question of borrowing in such cases is dis- 
cussed, and also (under iii) the problem of control. De suiker- 
Industrie en de irdandsche landbouw op Java, J. C. Kielstba. 
A discussion of the influence of the sugar industry in Java. Het 
bouwbedrijf, de interest en de effectenbeurs. W. L. Falk. The 
index yielded by the building industry is not so popular as formerly. 
How far is prosperity in the building industry connected with 
other factors of prosperity 1 Consifleration is given to the demand 
for building in industry, for dwelling-houses and for municipal 
purposes. American calculations are referred to, based on size 
of population and growth of population ; there are, however, 
other factors (as, e.g., legislation with regard to immigration). 
There is also the price factor; in particular, (i) the cost of 
building ; (ii) the fact that a high cost compels greater borrowing, 
and (iii) the price of money. There is a strong connection between 
the building industry, the cost of building, the rate of interest 
and the growth of industry and speculation. American data are 
discussed in detail. The conclusion is that the index of the building 
industry does not permit a more reliable forecast than an index 
based on other industries ; but it is among the most interesting 
indices. Fluctuations in the building industry arc influenced by 
peculiar considerations. 

March, 1930. Een indexcijfer op grondslag der subjecAieve umirde- 
iheorie, R. van Genechten. A theoretical discussion of what is 
involved in “ stability ” of money, referring largely to the con- 
troversy between Ross and Merriam in the Annals of the American 
Academy of 1894, on the question of a standard of deferred pay- 
ments. The value of money is determined by the marginal 
exchange of a unit of money ; if the value of money is to be fixed, 
this signifies that the marginal exchange of the gulden is to remain 
the same. Suggestions for improvement in theory of the custo- 
mary index-numbers. Een paar losse opmerkingen over den 
iuinbouw in Nederland, J. J. van Riemsdijk. Observations 
on the position of horticulture in Hoiland. 

Scientia, 

December, 1929. Le ripercussioni psicologiche della organizzazione 
scientifica del lavoro, A. Loria. 

Skandinaviska Kred itaktiebolaget, 

April, 1930. The Gold Standard in 1929. G. Cassel. 
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Kyoto University Economic Review. 

December, 1929. The Physician^ and taxing his Business. M. 
Kambe. a Power Theory of Wages. Y. Takata. The New 
Economic Policy in the Closing Days of the Tokugawa Shogunate. 
E. Honjo. On the Revision of the Land Tax. S. Shiomi. 
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SEPTEMBER, 1930 

PROBLEMS OF RATIONALISATION 

At the Annual Meeting of the Royal Economic Society, held 
on Wednesday, 28th May, 1930, at 5 p.m., at the London School 
of Economics, with Professor A. C. Pigou in the Chair, a discus- 
sion was held on the above topic, of which the following is a slightly 
curtailed report. 

Tiie Chairman ; I will call on Professor Macgregor to open 
a discussion on “ The Problems of Rationalisation.” 

Professor Macgregor : I imagine that the kind of duty 
which an opener of a discussion of this kind has, is to suggest 
certain lines for consideration, and that is what I wish to do. I 
would like to put some points of view which the representative 
of the Cotton Trade who is going to follow me may dwell on with 
the internal experience of someone who is rationalising. 

Now the first consideration that strikes one is, if you read 
the literature on this subject, technical and popular, that 
rationalisation ” is another case of the old game of first finding 
a word and then finding what it means ; because the popular as 
well as the technical range of writing on this question varies 
between the definition given by some people that it is the latest 
word for monopoly, and the idea of certain other more popular 
writers that only in the last year or two has it been discovered 
that there is such a thing as a cartel. The range is very wide, 
but there are two general ways in which the word is used. 
There is technical rationalisation, and what I would like to 
call “economic” or “industrial” rationalisation. The former, 
technical rationalisation, is a question of improvements carried 
out within businesses by the managers, methods like scientific 
management, the rapidity with which machinery is scrapped, 
the supervision of labour, by the stop-watch method or any 
other method, and generally what we economists have been in 
the habit of calling “ internal economies.” “ Rationalisation ” 
means in that respect a development of the range of internal 
No. 169.— VOL. XL. A A 
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economies. Well, I do not propose to talk about that. It appears 
to me that business men themselves have the last word to say 
on a question like that. Whether a particular business, whether 
a particular industry, should scrap its machinery quicker, or 
should introduce a stop-watch method for the supervision of 
labour, or how fast it should introduce new machinery, are ques- 
tions for themselves. I do not know anything about it. I do 
not think that anybody outside business does. At any rate, the 
authority on that subject rests with business men, and economic 
thought consists very largely in recording the progress of business 
practice in that matter, and in offering its own consideration on 
the relative progress of one country, or one industry, as compared 
with another. 

But when you come to economic rationalisation the authority 
of business leaders docs not seem to be so unique, because, when 
we are talking about that, what is in question is not the efficiency 
with which they manage their oyvn businesses, but the readiness 
with which they co-operate with each other, or the amount of 
foresight with which they arrange the disposition of competing 
producers in relation to each other. Now that is a broader 
question ; that is not a technical question ; and the person who 
is outside industrial management may have more to say about 
that, because it attaches itself to broader ideas of efficiency, on 
which the outsider using comparisons of various kinds- can speak 
with some authority; so I am speaking to-day of industrial 
rationalisation, and that is mainly a question of the right arrange- 
ment of the relations of producers to each other. You might 
have high technical efficiency and yet considerable retrogression 
in this matter of the arrangement of the whole industry ; indeed, 
it has been held that that is so. 

I imagine that this question of the right relations of producers 
to each other for the purpose of the development of the industry 
as a whole involves such aspects as these : — How far within an 
industry as a whole specialisation of function can be arranged ; 
how far within an industry as a whole capacity can be made 
elastic to phases of production ; that is to say, how far, in that 
phase of production which we have now, when supply has gone 
beyond demand in many industries, capacity can, by a good 
arrangement, be adjusted most economically to the phase, 
without, remember, losing the capacity in case the phase changes. 
It has been the great merit of some schemes abroad that they 
have provided this elasticity in the capacity of an industry, 
enabling it to suspend operations in certain plants, to carry them 
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for a while on the industry as a whole, to do that in the least 
wasteful manner — because, of course, change of phase is wasteful 
— ^and to have their reserve in case the phase changes. That is 
another aspect of it. Again, it does have, I think, this aspect — 
or may have this aspect — ^the control over the extension of 
capacity, the admission of new capacity, the degree to which the 
right development of an industry implies a control over the 
admission of new producers entirely. All these things, at any 
rate, are involved in rationalisation as it is understood in the 
country of its origin — Germany. It is working more and more 
towards high concentration of control for these three purposes — 
for the specialisation of function, for the adjustment of capacity 
to the phase of the industry, and for a control over the entry of 
new investment into the industry. 

To come nearer to the conditions of this country. “ Ration- 
alisation ” is a word which was not heard of until a very severe 
depression hit industry, and we have to be quite sure in speaking 
about it that it is not a panic word, and that under the influence 
of that word we shall not do something which, when the phase 
changes, wo shall wish we had not done in that way. The time 
will come when this country is interested, not in the restriction 
of output, but in its extension. It will not be a good thing when 
that time comes if the control of fundamental output has been 
put in the hands of great combines without proper safeguards, 
and one must be sure that the word “ rationalisation ** means 
something now which we will be ready to stand by when the 
phase changes, otherwise we will be faced with a new phase, or a 
recurrence of the phase of 1920, when wo wanted extension, and 
when, perhaps, if unwise things are done now, we shall be calling 
the present rationalisers to account and asking them, “ What is 
this policy ? Is this a trust or is it not ? How much authority 
have we given in fundamental industries to persons whom in the 
panic of those years we called ‘ rationalisers * ? ” 

I think that the idea that certain fundamental industries in 
this country are retrograde in their organisation is a criticism 
which can be turned upon them only from consideration of busi- 
ness experience itself. There has been for forty years in the 
business world a tendency to amalgamate. It is the very opposite 
of the truth that the business world needs at this time of day to 
be told about that. If there is such a thing in reality as the 
economic type of the efficient business man then it must be 
supposed that he has kept up, to some extent, with the move- 
ment of the last forty years. Therefore, if I were asking, “ Is an 
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industry retrograde ? I would first consider this : What has 
been the movement of industrial economy during this generation ? 
is that industry in step with it, or that branch of the industry in 
step with it? That is turning the experience of the business 
world as a whole upon that industry. From that point of view 
one can consider, for example, the Spinning and Weaving Sections 
of the Cotton Trade, or the Coal Trade, of this country in relation 
to general business movements throughout the world in the last 
forty years, movements which for forty years business men 
themselves have said, often in face of great opposition, were 
rational. So that in the first place one can turn on a particular 
industry this experience derived from the history of industry, 
the general ideas of industry, which has believed for a long time 
that there were advisable degrees of amalgamation and co-opera- 
tion of a capitalist kind. That is to say, it rests with certain 
industries and certain branches of industry to say why they 
should not have it. They may have a good explanation, but as a 
first approach one can consider the whole evolution of the business 
world in the last forty years as the more silent progress of 
rationalisation, and can now ask in which industry it is retrograde, 
and why. The second way in which one can approach is, one 
can take the condition of any particular industry in this country 
and abroad ; that is to say, one can turn upon a particular industry 
or branch of an industry in this country the experience of foreign 
leaders, because really valuable criticism does come from the 
organisation that has been tried abroad and the success with 
which it has been tried. The Coal Mines Bill appears to be largely 
based upon that kind of comparison, to be an application to the 
organisation of the Coal Trade of the experience of the German 
leaders of the Coal Industry, and to rest, therefore, on a criticism 
of this kind : Why is it that the Coal Trade of this country has 
not found it worth while to adapt itself to schemes of organisation 
of which it must have known, which have been very public indeed 
since 1894 ; why has it stood out of them ; what has it to say for 
itself in that respect ? It may have a good answer, but that 
is the second way in which one can approach the idea of 
rationalisation. 

But still, I would not say that any industry had failed in its 
construction or in its general co-operative organisation merely 
because it was out of step with certain general business develop- 
ments. I can understand the Cotton Trade in its Spinning and 
Weaving Sections may have had good reasons. We were very 
proud of the Cotton Trade before the War. One cannot in the 
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panic of the moment fly to extreme statements. I can under- 
stand that the British Coal Industry may have a case to offer 
why it has not previously cartelled itself, knowing the experience 
of the German cartel. Indeed in 1920 the first Coal Commission 
most deliberately rejected the construction which has now been 
arranged for the Coal Industry by the Government. 

Again, I would not say that merely because an industry is 
not organised in the foreign way, therefore it has failed to be 
rationalised. The kind of criticism which is now applied to 
certain fundamental manufacturing industries was applied 
immediately after the War to Agriculture. I was a member of 
the Agricultural Tribunal, and our duty was to comp.arc British 
agriculture with various foreign agricultures; that is to say, to 
turn upon British agriculture the experience of foreign farmers, 
and see the things that they had done to rationalise and try to 
improve the conditions of their agriculture. One thing with 
which I was greatly impressed was, that there was practically 
no scheme which was common to any large number of foreign 
countries, and that if you took the agricultural leaders of foreign 
countries they differed enormously in the schemes which they 
thought were good for agriculture, and as soon as one extended 
one’s view one saw that there was a great deal in every country’s 
organisation of their fundamental industries that was unique, 
and had to be unique. The kind of co-operation which succeeded 
in Denmark completely failed in Germany, the kind of agricul- 
tural credit for which Germany is well known does not exist in 
Denmark, and so on. Therefore one has to be careful in holding 
up foreign schemes against British industrial development, and 
in assuming that, because we have not done this or that, therefore 
our Coal or Cotton is retrograde. We must wait for the Coal 
Industry to say what it has to say about these things, and merely 
put up to it the case, “ Things are being done in this way abroad ; 
they are not being done at home ; there is great distress at home ; 
wo suggest to you that you consider these matters.” 

W^o have these two lines. We can turn on the organisation 
of certain industries the test of the general experience of industry 
in the last forty years, and we can tdrn foreign example upon 
them. But that is not enough. I do not think that I \vould 
accept the view that our Cotton Industry required reorganisation 
from the basis, in its Spinning and Weaving Sections, or the Coal 
Industry; I would not accept the view merely on the general 
course of industrial development — there might be exceptions, 
and coal might be one of them — nor on foreign example. I 
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would want, in the third place, the assurance from leaders of 
authority in the industry itself that they were acting spontan- 
eously, and that they believed in the movement. That is why I 
am interested to know what the representative of the Cotton 
Trade is going to say. He is the rationaliser of an industry — 
before the War he would have been called the promoter of a 
combine — .and I want specially to know whether the steps he is 
taking are taken from his own conviction; whether, that is to 
say, the organisation which the leaders are undertaking witliin 
the industry has their approval, has the consent of those who are 
closest to the technical .and industrial conditions of that industry. 
In that respect there appe.ars to be some difference between the 
Coal Trade and the Cotton Trade. So far as I am able to judge, 
tlie movement for industrial rationalisation ** does have that 
sanction in the Cotton Industry. I believe that those into wlioso 
hands it has been put think that on its own merits, not as a 
panic scheme for getting out of the present unemployment, but 
as a continuous phase of the Cotton Industry now and in the 
future, this movement is right. There is nothing necessary in 
that conclusion. It might quite well have been the case that 
the Cotton Industry was better conducted on an individualistic 
basis, but apparently the leaders, the rationalisers, in whoso 
hands the matter now rests, do believe that as a permanent phase 
of the industry a far larger degree of amalgamation will be 
needed. That is not so true of the Coal Trade. The le.aders of 
the Coal Trade, so far as I am able to follow their statements in 
the Press and in Parliament, are against the imposition on them 
by outside authorities of certain degrees of amalgamation. And 
that is a very important fact. I do not believe that rational- 
isation of that kind as a permanent phase is likely to work. It 
is most unfortunate that, if there is an external criticism of the 
Coal Trade on the basis of the number of units on which it works, 
the economists and journalists have not been able to persuade 
those who are most closely in touch with the technical manage- 
ment of the Coal Industry. I think the German Coal Industry 
has been extraordinarily successful because of the mutual inter- 
actions of cartellisation and fusions. It has been extraordinarily 
successful in showing what kind of leadership a great industry 
can have — ^what sort of co-operation there can be between indus- 
trial leaders, the representatives of the workmen, the repre- 
sentatives of the Government, and of the consumers, in one inter- 
locked organisation. It is, in my view, a very great fault in the 
present construction under the English Bill that, instead of 
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welding these into one system of control, we should have 
endeavoured to impose only a capitalist organisation, and then 
doubled the organisation by putting watching committees out- 
side. It takes a great deal of watching to make a full-time job, 
and the most natural and regular way of arranging for that is 
inside the organisation. 

With regard to this third test — ^the consent of the most 
authoritative minds in the industry to the schemes of amalgama- 
tion and co-operation — ^it is not so clear that we have got that in 
some cases as in others, and therefore the matter is more doubtful, 
and I think when we have a position like that we must suspend 
our judgment. 

These, then, are the lines on which I sketch the problem. 
We cannot merely point out, as journalists or economists, that 
there have been amalgamation movements for a long time. 
Everybody knows that. We cannot merely, as a matter of a 
present phase, press schemes of organisation beyond the consent 
of the leaders of industry. We must consider that the phase 
will change, and those who have responsibility must be confident 
that in five years they will not feel that they were rushed by the 
great economic dangers and difficulties of the present time into a 
remedy which sounded basic and fundamental without a real 
consent on the part of the leaders of the industries concerned. 
That is the groat difficulty that I see, that the phase is going to 
change, and I do not want us five years hence to bo asking what 
these monopolies in the Cotton Trade mean. Because, the start 
of movements of this kind is sensational, is public, and in a time of 
depression any sensational start may have very large public and 
economic support; but once they are started their influence is 
concealed ; we shall not know so easily the real tax which organ- 
isations of that kind may continue to impose, unless the law of 
this land adapts itself to the rationalisation movement, unless 
there is some even development of the law regarding combination 
with the progress of combination. 

Well, sir, I am afraid I have spoken rather longer than I had 
intended. I hope the Meeting understands that I am putting 
up to it the question how far the general business experience over 
a long time, and foreign experience of particular industries, and 
the opinions of leaders in those industries, have to be taken into 
account in the discussion of whether we ought to impose upon 
fundamental industries in this country, at any rate compulsorily, 
larger schemes of amalgamation. 

Mr. J. Ryan (Managing Director of the Lancashire Cotton 
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Corporation) : I hardly anticipated that I was to be called upon 
to take quite as leading a part in this discussion as I am, appar- 
ently; and I should have wished that my Chairman had been 
here to continue the discussion. Perhaps you will forgive me if 
my remarks are not quite in the sequence that they should be. 
I think I can best fulfil the function thus imposed upon mo by 
telling you a little of the story of how our present organisation 
commenced. 

I do not think we commenced it because we wanted to ration- 
alise. I think we should have gone on just the same if we had 
not been in possession of that particular word. I am not quite 
sure that we know what “ rationalisation ” means. We do know 
what we arc setting out to do, and if other people tell us we arc 
rationalising ” we can say what wc mean by “ rationalisation.’* 
Generally speaking, if a definition is required, I should say that 
we look upon it as a way to eliminate every possible waste of 
energy or material by the most efficient production of the article 
we are called upon to produce. If one goes into detail the 
definition brings difficulties. I am not going into detail. To 
understand the Cotton Trade, and its position as far as rational- 
isation is concerned, is very difficult. Our problems seem in 
very many cases to be different from the problems which we 
read about should be the problems of rationalisation. 

Some of you know, perhaps, that some three years ago a 
movement was started which was an endeavour to get together the 
spinners of the American cotton with a view to combining together 
in some form of cartel, to adjust production to the present needs, 
and some 70 to 75 per cent, of the people concerned were collected 
together for that purpose. The idea of the President of that 
Association, Mr. Tattersall, and myself, and one or two more — 
but not many more — was that we should endeavour to produce a 
stable atmosphere in which we could reorganise. I am afraid that 
a very great number of the supporters of that movement were in 
it for quite a different purpose. Their idea was to raise prices so 
that those prices would give them satisfactory returns, and that 
they could fold their hands and do nothing, and we very early 
discovered that that particular policy would lead to disaster, as, 
in fact, it did. But with this before us, and realising that that 
particular element represented perhaps the bulk opinion of the 
Lancashire spinners, we had to look round for some alternative, 
and in our investigations of the problem I think this position 
arose : — ^We were faced with two problems. This has been very 
clearly stated on several occasions by Professor Clay. There is a 
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major problem and a minor problem. The major problem was 
the immense loss of overseas markets ; the minor problem was the 
appalling losses which the spinners, in particular, were sustaining. 
We were told that to regain those markets and develop them 
required a reduction of price; to place the spinners even on a 
cost basis required an increase in price ; the two problems seemed 
diametrically opposite, and we set out to find some means whereby 
a solution of the minor problem as spinners would be a solution 
of the major problem too. It was quite evident that if we were 
going to maintain and increase our trade we would have to have 
a reduction in prices ; because we must not forget that we were 
facing an expanding world trade in cotton goods, a trade which 
is still expanding. It is somewhat difficult at the moment to 
reconcile the figures of the consumption of raw cotton with the 
apparent distress in all the cotton-producing countries. The 
figures of the consumption of raw cotton still show an increase. 
Whether they will show one in another six months I do not 
know. I should not expect they would. But up to to-day they 
have steadily shown an increase. But instead of this country 
getting the steady increase year by year, as part of that world 
increase, it turned the other way, and we were actually reducing 
the amount, and goods which we had formerly supplied were being 
produced and used in increasing quantities by our competitors. 
I do not think that we ever had behind our minds the possibility 
of a monopoly ; and, as far as that goes, I do not think that the 
future need hold any fear in that particular direction. This 
country can never, as far as I can see, control world prices. We 
might have done — we did do — generations ago, but there is at 
least as much world export trade in cotton goods to-day as we do 
ourselves. England’s share is now about half. And whether 
we would wish to, whether in five years’ time the phase would 
have so turned that we were in a position that wo wanted to, I 
do not see that we can ever do otherwise than have to produce 
at strictly competitive prices. We had, therefore, to find some 
means of producing at a cheaper price. The individual spinner 
has very little means at his disposal. The bulk of his production 
cost is raw material, and in his wages and his consumable stores 
as a unit there is very little scope. Looking round the whole 
problem, as far as we could understand, there were two necessities 
if we were to get out of this present position ; the first was, that 
we must combine the units together on a larger scale to obtain 
the benefits of amalgamation from a production point of view, 
and secondly we must provide some closer link with the actual 
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seller of our goods. Now the Cotton Trade has a bigger problem, 
which is very seldom touched upon in academic discussions on 
rationalisation, and that is the segregation of the various parts of 
production. No one unit produces the finished article. I am 
speaking in general. We have a huge number of units to do 
one stage; some 700 or 800; another 700 or 800 to do the next 
stage ; those pass on to the finishers, who then pass them on to 
someone else, who sells the goods. It was held, I think with 
some truth, that up to, at any rate, a year or so ago the whole 
trade had been carried on at a profit; not a large profit, but 
nevertheless the net result of all the operations in the trade had 
been a final profit, but that although some sections had shown 
very considerable profits, others had shown very considerable 
losses, and that those particular sections were in danger of being 
destroyed. It was therefore necessary to find some means of 
joining up the seller of the goods, the man who possessed the 
goodwill — if one can call it so — of the product, and the man who 
produced the product. Now, so long as the buyers were in a 
position to buy at below cost there was obviously no inducement 
for tliem to join up with the producers. Insomuch as the pro- 
ducers had been selling below cost they had been, of course, 
helping to make the major problem not so acute as it would 
otherwise have been. We had been giving away some of o\ir 
cai)ital, in effect, in the price at which we had sold’ the goods. 
Wo were forced, finally, to the necessity to combine the smaller 
units into larger units. 

The opener has laid very great stress upon the necessity for 
some sign from an industry that they believe that rationalisation 
is good for the industry. I am not sure that I agree with that. 
At any rate, if it is true, then one could say that rationalisation 
is bad for the Cotton Industry, because the present owners of the 
units are not in favour of rationalisation; they are definitely 
against it. Education is growing, and there are many more 
people in Lancashire who believe in large-scale amalgamation 
to-day than there were twelve months ago, there were many more 
twelve months ago than there had been twelve months before 
that, but in the main the owners of the units are in favour of 
nothing but the continued ownership of those units, and they 
will resist any effort to join that unit with other units into a larger 
concern unless they are as much a part of the larger concern as 
they are of their unit. Well, that is obviously impossible, and 
of the amount of rationalisation which has gone on in Lancashire, 
and of the amount of combination that has gone on, I think 
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hardly any can be traced to the desire of the individuals to join 
together. Before the War there was only one outstanding spinning 
combination — the Fine Spinners. They had been brought together 
by the stress of circumstances. Their industry was in a terrible 
state, and they were in danger of bankruptcy. They joined 
together at the very low point of a depression, and have been 
uniformly successful ever since. Several other amalgamations 
arose in the boom, but I think they were, generally speaking, 
more from a desire to enable financiers to fioat amalgamations 
rather than from any real need or demand for amalgamation. 
Ourselves and one other have come into existence since. There 
are various reasons for the other one, but I do not think that 
can bo put down to a feeling that it was the only thing to do from 
the point of view of the good of the industry. 1 will not enlarge 
upon what I think they were, because it is not material to the 
point. As far as we ourselves are concerned, as you know, the 
bulk of the units that belong to us were in very dire financial 
stress; they in effect belonged to their creditors, and their 
creditors decided that the state of things that then existed could 
no longer continue. If those creditors whom, one could argue, 
are the leaders of cotton spinning — they are not cotton 
spinners, but the cotton mills belong to them — ^if their feeling 
that rationalisation was the only way out is what the opener 
means by the “ views of the leaders of the trade,” then I can 
say that the leaders of the trade are in favour, but the individual 
cotton spinner definitely is not. And I believe that it is necessary 
to look much further than that. I do not think we can leave it to 
the individuals. Vested interests will always resist a movement 
which tends to remove them, and vested interests can very easily 
hold a position which is acceptable to themselves but yet is acting 
as a parasite on an industry and slowly driving it to death, and 
to say that because that state of things brings about an opinion 
that rationalisation is not wanted, therefore rationalisation is 
wrong, would, as far as the Cotton Industry is concerned, in my 
opinion be wholly wrong. 

Gentlemen, I am taking up a lot of time, and I cannot enlarge 
upon it as much as I would like, but I want to show you in a 
small way how the position has now turned— that the whole 
system must be, in my opinion, out of date. Your tea-room 
upstairs provides me with an excellent example. You have on 
your tables there some cloths made in Japan. I do not suppose 
you know, but they are. (Laughter.) That particular cloth is 
a cloth which some months ago we set out to investigate, with a 
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view to competing with these Japanese imports, and we discussed 
the matter as spinners with the various other parts of the trade 
who would be concerned in the making. We offered the Japanese 
samples to the people who would have then taken them up as 
far as having them printed, and said, “ Would you be prepared 
to tackle this thing with us ? ” They said, We are not accus- 
tomed to dealing with such low rubbish ” — (Laughter) — “ and we 
are not prepared to go forward with it as far as we are concerned.” 
I did not mean to imply that the cloths upstairs were low rubbish. 
They have, in effect, been beautified by the particular people I 
am talking about — or their counterpart in Japan — to make a 
very different article from what they appear when the weaver 
has finished with them, but, as you will understand, those par- 
ticular cloths in the grey state are sent to the finisher to have a 
pattern put upon them, and stuff that looks horrible when it goes to 
the finisher often comes back looking very beautiful. They said 
they would not be prepared to tackle that particular trade, but 
they said, “ Look here ! These things sell at ” — I think they 
were 25. in the shops — “ we could handle a very good article — a 
very much better article — at very little more money.” We went 
into it fully with them, and we discovered that we could produce 
an article which they would accept at is. M , — it would finish up 
at l5. 3d. — and it would seem that between Is, 3d. and the soiling 
price of 25. there was still a margin which would make it worth 
while somebody selling it. But there is not, and as long as they 
can buy the Japanese cloths at less than l5. 3d. they would rather 
make the larger profit by selling those goods than sell the better 
article. The net result v/as that nothing happened, and the 
Japanese cloth continues to come in, and you continue to buy it. 
Now if one organisation was handling that product right through, 
no one would see the article until it had been beautified, and the 
test which they applied — they said they would never handle stuff 
in that state — they would not be called upon to carry out. They 
would be asked to do a job for somebody who was going to finish 
the job themselves. 

I have been looking at a large range of samples collected by 
the Mission that went to the Argentine, Those samples are very 
beautiful cloths, but they are made out of rubbish. I have 
taken part in a discussion this afternoon, and the leader of one 
of our biggest Stores said, ” Yes, it’s all right saying ‘ Rubbish,’ 
and talking about ‘ quality,’ but what is quality ? Years ago the 
ladies when they talked about quality wanted something which 
lasted for ever ; now it lasts, perhaps, not quite as long as the 
fashion — which is not very long. They want an article which 
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looks nice, but it does not matter if they do not want it any more 
after this week. If you can produce an article which will last 
the length of time it is required to last, that is what quality means 
to-day.” Well, England is still making goods in the old quality 
line, and her merchants are still rejecting goods which do not 
come up to that line. Our competitors are producing goods which 
are of the type which modern tendencies demand. Now the 
present individual organisations will never allow that particular 
development; it is necessary for someone to carry the whole 
thing right through to the end. There is no way that I can see 
except by large-scale amalgamations with the resources to do it, 
and, whatever the future holds, I cannot see that that particular 
problem can be tackled in any other way. 

I do not profess to know anything about the difficulties of 
any other industry. I am quite ready to believe that they are 
different from those in cotton. But I do say that we are develop- 
ing our organisation in a direction which should be able to stand 
the problems of 1930 just as easily as the problems of 1920, and 
certainly to stand both in a better and more efficient way than 
the old system did. 

Mr. Keynes : Could Mr. Ryan tell us in a few sentences 
where the Lancashire Cotton Corporation is expecting to get its 
economies from ? 

Mr. Ryan : First of all, there is the better buying of the 
raw material ; secondly, there is the increase of production from 
machinery on standard counts and cloths; thirdly, there is the 
cheaper buying of bulk consumable stores ; fourthly, there is the 
l^ower to pay for experts in each particular phase ; fifthly, there 
is the power to spend money upon research, in equipment, and in 
processes which can be immediately adapted under factory 
conditions; sixthly, there is the contact between the various 
processes, which is impossible under present arrangements. I 
think those are the main heads. With regard to the first one, 
buying of the raw material. What we have done so far has 
amply proved what we set out to do. Secondly, we are buying 
to-day at prices which are as much as 35 per cent, below what 
the individual mills pay in stores. What little attempts at 
standardisation we have been able to make — ^because, of course, 
we depend upon the offtake to get the full benefits — are already 
showing that there is a material saving there. Those are actual. 

A Voice : Is there a saving in transport ? 

Mr. Ryan : We are not in a position to save very much on 
transport, from a yarn point of view, because, of course, the man 
who buys from us pays all that. 
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The Voice : It comes in the price ? 

Mr. Ryan : It comes in the price finally ; and inasmuch as 
we shall, of course, co-ordinate the work so that we do not carry 
stuff across Lancashire as many times as it is carried at the 
moment, there will be saving there. We can already show some 
amount of saving from a co-ordination of journeys. As far as our 
own transport is concerned, instead of lorries of one unit coming 
empty from Preston to Manchester to collect cotton and going 
back loaded, we have them bringing cloth from one of our other 
units into Manchester and then loading up with cotton for another 
one. That is, of course, not a very big factor anyhow. 

Mr. Watson Collins : I was very much interested in seeing 
in to-day’s paper a report of an address delivered by Dr. W. H . 
Eccles, the President of the Institute of Physics, on the influence 
of physical research on the development of wireless. lie was 
referring, evidently, to this question of rationalisation, and he 
said it was uneconomic to standardise improvements of machinery 
or products too soon, before the latest improvements had been 
incorporated, and that it was not economic to modify a stan- 
dardised form until the cost of adapting it had been recovered. 
I was very glad, having that in mind, to hear from Professor 
Maegregor to-night a warning with regard to the danger that 
attaches to some forms of rationalisation to-day. I want to ask 
this, among other things : What guarantee is there that the 
conditions of to-day will last even twelve months, let alone five 
years ? We are told — ^I am not going to touch on politics to-day — 
that possibly in a few years many industries will be assisted, 
or fostered, by means of safeguarding duties, or by means of 
general protection. I want to know what will be the position of 
those industries which, with that aid, set out on a large process 
of rationalisation, and then find out, perhaps at the end of another 
few years, that that artificial aid is entirely withdrawn. I want 
also, as a business man, and one chiefly concerned with finance, 
to ask what guarantee the business man has with regard to the 
supply of money, with regard to the finance that he will need for 
this scheme, or that the industry as a whole will need. ITieii 
there must be some very definite security for those who are 
engaged as workers in these great industries. I believe that this 
is one of the most important problems that has got to be solved 
before these schemes can be considered satisfactory. 

Professor P. S. Florence : Professor Maegregor mentioned 
the test of spontaneous agreement of the men in the industry 
with the movement of rationalisation. Well, I should have to 
agree with Mr. Ryan in disagreeing with Professor Maegregor. 
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I believe that if that test were adopted, except possibly in the 
Iron and Steel Industry, we could never say that rationalisation 
was a movement to be supported. The business men, not merely 
in the Cotton Industry, with which I am not familiar — though I 
am with other industries — mostly seem to me, for various reasons 
of the most diverse nature, to be likely to be opposed to rational- 
isation. The sort of reasons I mean are usually brought under 
the head of individualism. What it actually means is, that they 
prefer power over their own little works to having a small share, 
with possibly very little power, in a large amalgamation. Secondly, 
they rather enjoy, as far as I can make out from talking with 
them and listening to them, the little game of competition ; they 
love the secrecy of private, enterprise and the sense of playing for 
a side ; it is possibly a very British instinct ; and they feel there 
is more zest in fighting against a rival than in combining with him. 
Thirdly, they like the feeling of owning a little property ; it is 
rather a petit hourgeois point of view, but after all, men in the Wool 
Industry or, say, the Brass Industry are petit hourgeoiSy and have 
been since the middle of the Victorian era in England. Finally, 
the most important reason for their w’ishing to cling to their own 
little business is the feudal idea of handing it on to their family. 

This brings me to the centre of the whole question, namely, 
what economies will rationalisation bring about ; and that is the 
thing we ought to discuss. I do not believe that even Mr. Ryan 
gave the most important economy, namely, that in the reshuffling 
that will occur under rationalisation you will get the industry 
under better management. It is not a question of the number 
of managers, having fewer managers, but of having better 
managers. I think Mr. Ryan illustrated that in his example of 
the cloth. Obviously from the management point of view there 
was not good management. By good management I mean 
trying to produce an article that the consumer will want. There 
was not that adaptation to the consumer’s wants. Incidentally 
I may say I think the example he gave is extremely typical of 
a number of industries — the Pottery Industry, for example. 
The potter insists on putting out cups and saucers with a certain 
glaze, which to him is all-important, but about which the con- 
sumer knows nothing whatever. You have to look at it in the 
light to see whether it is a “ good pot, or plate, or whatever it 
is. The consumer does not care about that. A cheap piece of 
crockery with a nice pattern is what he wants, which can be 
produced cheaply in Germany. It is typical of the Pottery 
Industry and many others that there is not this adaptation to 
the consumer’s wants. What we want in England is better 
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management ; management that will take the trouble to find out 
what the consumer wants, by embarking on research or otherwise, 
and will get away from the old tradition of merely producing a 
certain article of a certain standard which only appeals to the man 
in the business ; it is a professional standard rather than a con- 
sumer’s standard. That seems to be the most important economy 
of all that you will get as a result of this re-shuffiing, as a result 
of doing away with hereditary businesses, as a result of getting 
rid of people wlio merely want to play a game, getting rid of 
people who merely want a little petty power, and substituting 
people like Lord Melchett, or possibly like Mr. Ryan himself, 
who are really bringing reason to bear. In other words, I think 
one may say that the great economy of rationalisation is to put 
business — for the first time possibly — ^in the hands of rational 
people. 

Mr. C. R. Curtis (British and Continental Banking Co., Ltd.) : 
I join issue with Professor Macgregor straight away. When 
I first started to study economics I found it was almost impos- 
sible to pin anyone down to any definite statement ; that every 
economic law seemed to be hedged about with such a succession 
of “ peradventures ” and “ perhaps’s ” and “ whys ” and “ where- 
fores,” that it was almost impossible to say “ This will happen ” 
or “ This will not happen.” Well, that appears to be the position 
which Professor Macgregor has taken up with regard to rational- 
isation. He is open-minded on the subject, and before I say any 
more I will admit that I am not. I am biassed right from the 
beginning. I am biassed in favour of rationalisation, because 1 
have seen it working in Germany ; I have seen it in France, or J 
have seen the results of it in France, and I have seen the lack of 
it in England, and it seems to me that in order to get some idea 
as to whether it is desirable or not we might, as economists, 
study it from the historical point of view. Right through the 
ages the principle of subdivision of labour has been going on. 
Civilisation has been one long state of improvement. There is, 
however, one point that seems to have been missed : why this 
process has been slower in England lately than on the Continent. 
I think there is one very obvious reason for that, and that is the 
attitude adopted by our big financial institutions. There is one 
tremendous fundamental difference between banking procedure — 
I am speaking as a banker now — ^in England, or in the British 
Empire in general, and on the Continent, especially Germany. 
Our bankers say that their clients are clients for purposes of 
depositing money only; that bankers are not specialists, and 
they have no right to interfere in their clients’ private affairs; 
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therefore if they are asked for an advance, they try to obtain a 
mortgage on the floating assets of the industry, in default of 
better security, and if the worst comes to the worst they foreclose, 
if they can. On the Continent they adopt quite a different attitude 
— ^in Germany especially. If you want an advance from a bank 
for the purpose of carrying out some scheme, the banli inevitably 
insist on one of their own directors joining the directorate, and 
they insist on playing a very big part in the development of the 
industry. They say, “ We will lend you this money, but we must 
see what is going on ; we do not regard ourselves as lenders of 
money, we regard ourselves as custodians of this money, wliich 
has been given to us by other people. Therefore we have a trust 
in this money. Therefore we are going to see how it is spent.” 
That is the reason why, the moment things began to look black 
in Germany, the banks stepped in and said, “ We have loans out 
to this, that and the other firm, and they must amalgamate,” 
and they were able to exercise the necessary pressure to insist 
that that was done. In England — I do not know in Cotton, but 
I do in the Wool Trade — there are innumerable frozen credits at 
the present moment in the books of the Big Five and the other 
big banks which represent advances made to the Wool Trade, 
and which at the present moment are absolutely frozen, because 
there is no hope of the money being repaid, and were the banks 
to foreclose it is doubtful if the assets would realise as much as 
50 per cent, of the original amount of the loan. But in spite of 
this we have only lately found any desire in the minds of our 
financial institutions to combine together, and to insist on this 
movement. I do not know how far the Bankers’ Industrial 
Development Company is going to move, but I sincerely hope, 
although certain rather obstinate gentlemen in the North Country 
will object very strongly to what I say, that they will in some 
way or other be able to turn over some of these frozen loans to 
that Company and say, ” Here you are ; take tliis responsibility 
and see that the necessary amalgamations are carried out.” 
Because I agree with Mr, Ryan that, provided w'e have good 
management — that is the crux of the whole matter — a large 
amalgamation must inevitably result in economies. 

Mr. Roundway : I only intervene because apart from Cotton 
there has not been any speaker who is actively engaged in produc- 
tion. First of all, I want to thank Professor Maegregor very sin- 
cerely for the very balanced and sane and suggestive view he took 
of the question. People who, like myself, have spent their lives 
in production are proud of British industry. We believe that 
there is every reason to be proud of it. We are inclined to resent 
No. 159. — ^VOL. XL. 
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sometimes, in connection with this rationalisation discussion, the 
rather cheap, superficial and popular view which, if I may say so 
without offence, was rather clearly exemplified in the speech of 
the speaker before the last. It was this “ cheap individualist,” 
this “ little man playing a game,” this “ petit bourgeois,” who 
built up the greatest economic structure the world has ever known, 
and the greatest manufacturing nation in existence before the War, 
and there is not any evidence to persuade me that had it not been 
for the extraordinary upheaval incidental to the War we should 
not have maintained — and, indeed, wo still maintain — our place 
now. There is not a producer in this country to-day who is not 
every day he is in his works endeavouring to discover how he can 
make things more cheaply, how he can get a machine that will 
eliminate handwork, how he can prepare jigs and tools and 
fixtures to speed up production, how he can standardise his 
product so that ho can make two units, and ten, instead of one. 
It is his job. He is constantly at it. And it is in that attitude 
of mind that the producer, with the exception possibly of the 
Cotton Trade, which has always been a law to itself, will approach 
the question of rationalisation. I do not believe, and certainly 
not in my experience is there any inherited or inherent prejudice 
against amalgamations that can bo shown to be necessary and 
likely to add to the betterment of British industry ; but do not 
make any mistake; there are very clearly defined limits as to 
what you can rationalise. I have this last week been concerning 
myself with a certain product which is rationalised, and I mention 
this to show you that rationalisation is not necessarily in the 
interest of the community. The production of this product has 
been rationalised. The result is that the price has gone up, 
which is not necessary, but is very often one of the eftccts. The 
other manufacturers who use this product as the raw material 
are actually having to put their heads together now to consider 
how they can start a new comjHJtitor to the rationalised producer 
in order that they may get their product at an economic price. 
And so it goes on. 

I finish on this note : — ^Rationalisation has gone ahead in 
Germany much more rapidly than here, for special reasons. If it 
can be found that by rationalisation British industry is going to 
be improved in the interest of the community in general, then I 
do not know of anything in the British character or the British 
point of view that will impede that movement and impede the 
happy result that we expect to see from it. 

The discussion was continued by Professor Stokes, and 
Professor Macqreqor replied. 



MARSHALL ON RENT 
A Reply to Professor Ooilvie 

Professor Ooilvte in tho Ecoxomtc Jouryal for Marc»h 
1030 has collocated passages from Marshall in such manner as 
to make the doctrine of rent apjicar self-inconsislcnt and incon- 
sistent with other parts of tho theory of value and distribution. 

I believe that Marshall’s analysis of rent is fundamentally 
sound, and that Professor Ogilvie’s ingenious attack upon it 
should therefore bo answered. Tho object of his criticism seems 
to me to bo in reality a construction of his own, resting upon a 
inisinterprotation of ilarshairs views. 

1. Diminishing Returns 

Diminishing return as a relation between quantity of effort and 
qtmntity of output. Professor Ogilvie asks : How can unlike things 
bo “ related ” ? To which we answer : diminishing return by 
necessary implication represents more than one conjuncture. 
The relation in question is, surely, between ratios, the ratio of 
change in tho quantities of one thing to tho ratio of change in tho 
quantities of another thing, under certain guarding assumptions 
as to the homogeneity of the things respectively,^ the unit and 
se«alo of change. This, I submit, is not to “ divide cart-wheels by 
oranges ” — the olomentary error in logic which Professor Ogilvifi 
imputes to Marshall! -but to sot like against like to measure 
their diffcreiK^o in rnagnitudo. Professor Ogilvie asks, secoridly : 
Why quantities (really ratios) of effort as compared with quan- 
tities (really ratios) of output, rather than prices, as the terms ol 
tho comparison ? My answer is : (i) Output and effort are tlie 
quantities that arc ultimately important for economic welfare; 
(ii) they are, in fact, causally connected, (iii) If, therefore, wo 
are to understand and explain tho economic forces that lie behind 
prices we must distinguish these influences on tho side of sup|dy 
analytically (whatever difficulties may present themselves in 
practice) from the influence of demand or other factors which 
coincidentally affect prices.® Are those fundamental propositions 
not valid ? 

' Cf. Marshall, Principles, p. 319. 

2 Idem, ibid,, p. 320, text and note; also p. 171. 
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DiwinushiiKj rcMrns as a phenomenon of ecommic mcom- 
pclence,^' or as a phenomenon of “ economic pessimism^ Professor 
Oi^ilvio's descriptive cx])rossjon.s scern to me unjustified. Marshall 
distinguished vai’ious cases in which a failure of duo proportion 
])eUveen the factors of production might arise, loading in each 
case to the eonsetjueiieo that additional out])ut is a fumdion of 
more than proportionate real cost. Ifo was careful to point out 
that, the origin of llu> failure and tlie duration of its im])liefl 
cousecpiein.'cs btniig in the several cases diih'rcnt. there wms “ no 
very close coutK^i tion ” hetweeii the several senses in \vhi‘*h 
the term Diminishing Returns might ho oin]>loyed. Professor 
Ogilvic's own suggestion to coniine it to one, namely to the 
short-period technical difiiculty of aclj listing the sup[)ly of fixed 
appliances of production to meet an alteration in demand, comes 
late, in view of the recent development of tiu^ doctrines of increasing 
«nnd diniinisliing returns. But the cpiestion of terniiiiology apart, 
it is only fair to Marshall to recognise tliat he uses the case of 
the ‘‘incompetent'' farmer as a concrete exain[)I('/ to illustrate 
points of diflerencc from, as well as resemblance to, the general 
principlo he wishes to bring out.^ Moreover, the tendimcy 
indicated by Marshall for additional produce from well-cultivated 
land in an old country to be obtained only at more than [iropor- 
tionatcly ineroased real cost is not fairly cliaracterised as 
“ economic pessimism,” For Marshall was not writing history 
as Professor Ogilvio implies, !)y urging that the economist is not 
called ui)on to weight the scales [Kumanently iu favour of 
nature and against poor man ” (p. 4). iMarshall iiointed out that 
the tendency in cpiestion was sulijoct to Die (amdiaon ‘‘ if demand 
should iricreas(» without limit,” and cxjilicitly argued that 
improved giaieral methods of jiroduction might |)ush back its 
action.- 


2. Rent as S nr phis 

(a) Margins, Professor Ogilvic offers two types of argunumt 
against the measurement of rent as the surplus produce of land 
ov^er tlic total return which just remunerates the cultivator, 
namely, the marginal return (i,e. Die return to Dio last dose 
of labour and capital which he finds w^orth while applying) 
multiplied by as many times as he Inas a])plied doses. 

Professor Ogilvic’s first argument is that the margin as fixed 
at a particular time and the margin as fixed at successive j^oints 

' Principles, p. 408. 


Ibid., p. 153 and p. 033. 
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in time, perhaps very remote, ought to have different names 
and be illustrated by different kinds of cbagrams. (He does not, 
incidentally, suggest how an api)ropriate diagram in the latter 
throe-dimensional case is to be devised for presentation on a plane 
surface.) But is it improper to draw a normal supply curve 
through time to cover an indefinite number of years ])rovided no 
revolution in technique has taken jilace— as Marshall explicitly 
presumes in the particular instance involving a large number of 
years to which Professor Ogilvie refers ? ^ Conditions may b(^ 
“ utterly different ” at the i)oint of origin and at the so-called 
margin ’’ ; but if they are the result of slow change by loiown 
method, are their results not properly reflected in a given sujiply 
curve ? Opinions may differ as to whether or not a technical 
revolution has taken place in a specific historical ])eriod. But 
the logic of Marshall's representation of the law of returns through 
time in the presumed absence of technical revolution is not open 
to challenge. Where, moreover, it is agreed that a technical 
revolution has taken place, Marshall would be the first to argue 
that a new supply curve was necessary to describe conditions 
before and after such a revolution. The previous supply curve 
shifts its position ; it is likely also to alter its slope. 

Professor Ogilvie's second type of argument in the present 
connection is to point out (following Cassel, Hobson and others) 
that the “ dosing ” process of reasoning, if ap})lied in the case of 
any factor, can, witch-like, raise a surplus ’’ from that factor. 
Hence (i) the factor land is not, on this analysis, peculiar, and 
(ii) an analysis so indifferent in a})plication must be suspciit. 

As for (i). Professor Ogilvie draws a comparison between a 
one-man tobacconist dosing himself with borrowed capital, a 
milliner dosing the capital of her shop with additional assistants, 
and a farmer dosing his laud with labour and capital (p. 0). Does 
it follow, as Professor Ogilvie implies, that the return to land 
constitutes a surplus in no sense in wdiich the return to any other 
closed factor might not likewise be said to constitute a surplus ? 
In answer we require two distinctions unnoticed by Professor 
Ogilvie. From what point of view are these several forms of 
return to bo regarded, that of the individual producer or that of 
society ? Are short-period or long-period returns in question ? 

Now the individual producer — tobacconist, milliner, or farmer 
— will in the long run vary the amount of each factor, including 
land, that he employs, until its return just covers its cost. To a 
given entrepreneur the long-period earnings of land are a neces- 

^ Principles, p. loO. 
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sarily expected income from investment, alternatively a neces- 
sarily contemplated expense, according as the land is to be bought 
or hired. “ Land is but one form of capital to the individual 
producer — the words are Marshall’s.^ 

Similarly, in the short run the individual producer, agri- 
culturist or industrialist regards the return from land as from a 
form of capital. But any such return comes to him in the nature 
of a surplus for as long as he is committed by contract or tech- 
nical considerations to tho number of square feet of ground, or 
cubic feet of building — as the case may bo — that ho already hold>;. 
l<"or his liabilities in respect of the fixed factor are determined : 
and tho earnings to be attributed to it can only bo the difference 
between the total value of the produce and tho total cost which 
he finds worth while incurring in respect of those factors the 
employment of which he can alter at will. 

Again, from the point of view of society, the short-period 
return from land is analogous to that from any other factor, the 
total supply of which is, for tho time being, fixed. All such 
returns alilte represent a short-period surplus. This conclusion 
follows from an argument given below (sections 2 (/>) and 4). 
Tt therefore does not require discussion hero. 

The same argument shows that not until the return from land 
is regarded from the point of view of society in the long run does 
its difference from other forms of return appear. It follows from 
it that tho total supply of land, say in Great Britain, being 
permanently fixed, its long-period return constitutes a social 
surplus in a sense in which the returns to tho other factors do not. 
For tho latter sooner or later are influential in eliciting a given 
scale of production; in the long run they are translated into 
supply prices— true price-determining costs. Land as a whole 
in the long run in tho view of society receives only the surplus 
comprised by tho difference between the value of tho produce 
and the sum of these costs, the value of tho produce being a joint 
function of demand and these costs. 

The answer to Professor Ogilvic’s contention that tho return 
to land, regarded as a surplus, is not peculiar, is that Marshall 
never said it was under all conditions, and from every point of 
view.2 In the long run, from tho point of view of society, how- 

* Principlea, p. 430. 

• “ Even tho rent of land is seen, not as a thing by itself, but as the leading 
species of a largo genus; though indood it has peculiarities of its own which are 
of vital importance from the point of view of theory as well as of practice ” 
{Principtpa, p. 412). Could any .statement of thej case be more specific? Or, 
iiidc'jd, more familiar ! 
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ever, the return to land is, as a surplus, unique. So much and 
no more Marshall rightly, as it seems to me, maintained. 

As for (ii), analysis by “ doses,” raising a suri)his, is rightly 
suspect whore wrongly applied, i.c. in the absence of good and 
sufficient reason for maintaining a certain factor(s) fixed in 
amount whilst dosing it (them) with increments of another (others). 
Professor Ogilvio in his examples has omitted to inquire — as 
have others before him, but as Marshall in his discussion has not — 
into the different points of view from which, and the different 
conditions in which, it may bo legitimate to postulate the relative 
fixity of supply of some particular faetor(s). 

(b) Costs, The elliptical presentation of an argument is apt 
to be dangerous : Professor Ogilvie would seem thereby to have 
misled himself into an erroneous representation of Marshall’s 
doctrine of rent in relation to costs. The middle term between 
cost and price, namely supply, finds no mention in this con- 
nection. By ignoring th.Q J unctional character of costs in respect 
of supply, Professor Ogilvio naturally finds arguments made to 
turn on their metaphysical, or substantive, nature incomplete 
and unsatisfactory. Let us (jonsidor his contentions in turn. 

(i) Marshall, because of an obsession about personal exertions, 
identifies real costs with such exertions (efforts and sacrifices), 
and money costs (i.e. expenses) with the money sums paid for 
them (wages and profits), — to the exclusion of rent in both cases 
(pp. 6, 7). But Marshall’s argument is not that wages, say, arc 
paid because labour represents effort. Ho argues that inasmuch 
as labour represents effort, and man is so constituted that the 
supply of effort is therefore a function of the return it obtains, 
that return is, in consequence, a price-determining cost. Land, 
on the contrary, represents no human effort. It follows that a 
reduced return will not lead men to withdraw land from use. 
Nor will, in an old country, an increased return make more land 
available,^ except through improvements wliich, w'hen under- 
taken, represent capital outlay. The supply of land is therefore 
not a function of the return it obtains. Its return is, hence, not a 
price-determining cost, but a surplus described as rent. Mar- 
shall’s distinction rests, not upon a difference in the substantive 
nature of the several forms of return, but u[)on the fact that 
wages and profits are, whereas rent is not, instrumental in affecting 

^ Professor Ogilvio, lafor in his article (at p. 22). refers to this point as a 
probable reason why Marshall held special views about land. But he neither 
denies the comparativo fixity of land and tho coinparativo variability of capital 
as a fact, nor does ho show why it is not good on<l suniciont reason for difleren- 
tiating botweon ront and interest in so far as they are affected by this fact. 



374 


THE ECONOMIC JOURNAL 


[sept. 


supply and therefore price. Therefore wages and profits are true 
costs, i.e, price-determining costs ; rent is not. The distinction 
would appear to he valid. 

(ii) Marshall is open to criticism for his argument that cost at 
the margin of i)roductioii is determinable without reasoning in a 
circle, whereas cost as determined from non-marginal units of 
produce is not, since the latter so-called cost includes rent, “ which 
in wholly an elfect ’* of cost in its significant price-determining 
sense — to put the argument rather more explicitly than Professor 
Ogilvie does in his synopsis (]). 7). 'Hie grounds for criticism 
are: — (r/) rent as an effect rc'sts solely upon the assertion that 
labour and capital arc the only costs; (/>) this supposed case of 
circular reasoning may (possibly?) bo resolved into a case of 
mutually interdependent phenomena. 

(а) From the discussion under (i) above it follows that the 
identification of labour aiul ca])ital, exclusive of rent, with price- 
determining costs docs not rest upon mere assertion. No more 
need be said upon this point. 

(б) To convict Marshall of failure to recognise the mutual 
interde])endence of phenomena for fear of cirtmlar reasoning, 
where the facts demand such recognition, would indeed be to see 
liim hoist with his own ])etard. But it can hardly be maintained 
that ho ignores this possi1)ility in the present coin)('ction. For, 
under given technical conditions of ])roduction, the forces of 
demand, the reactions of those factors that are varia])lo in supply 
in response to return, the margin of ])ro(luction and the price of a 
product together reach equilibrium, each elenuMit in the situation 
Ijcing ‘‘ in j)art governed by the others.” ^ Kent enuTges only 
from the marginal conjun(;tion so established. Pric(v which 
cover the returns required by those units of capital and labour 
working with the least favourable complement of land, afiords 
something more to those units of capital and labour working with 
a more favourable complement of land. To the producer during 
any given treaty with himself or another as landlord, this excess 
in respect of intramarginal units of produce represents a surplus 
which, under competitive conditions, ho retains or transfers, 
respectively, in the name of Kent. To society, indifferent to the 
sharing between landlord and tenant of the price it must in any 
case x)ay for a given amount of x)roduce, the excess also represents 
Rent, a harvest, garnered by him who can, dependent upon (and 
not mutually interdependent with) price-determining costs. To 
argue the latter -precc Professor Ogilvie, who incidentally does 

^ Principles, p. 427. 
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not indicate how one could proceed to do so — would be circular 
reasoning not of the right, but of the wrong type. 

(iii) May the increased rent of land taken over (in response 
to an incKjase in demand) for a i)articular <ao|), say wheat, from 
a particular cro}), say oats, be described as “ entering into ” the 
price of oats'? Not in any final sense, says Marshall. Yes, says 
Professor Ogilvie along with ‘‘ the ordinary man,” to whom - as 
Marshall recognises — it would so appear. Professor Ogilvie 
draws an analogy with labour, similarly transferred, noticing the 
higher wages labour would obtain, the scarcity of labour for 
oat-growing, the change indicated in the nungiiiMl ex])onses of 
growing oats, and tlieir alteration in prir e. .Maisliall, as 1 under- 
stand him, would liavo no objection to the analogy so far. It is 
permissible, if not desirable, to say that rent - like wages — enters 
pro.cimtttf'J)/ into the cost of production of oats in the given 
conditions.^ Put further penetration, he argues, reveals that the 
uew level of rent is ultimately an eifect of tlic increased aggregate 
demand for ii fixed •supply of landfor all uses,*' whereas the new level 
of wages is not only the eifect of the increased aggregate demand 
for an existing supply of labour for all uses, but also au active 
force leading to an ((Iteration in the •sujiph/ of labour as a whole, 
which in turn reacts upon the level of wages. Ihis last double 
consequcTice, ])eculiar to labour as distinct from land, Professor 
Ogilvie entirely ignon's. It sn])])lies com'lusive reason wliy wages 
should be coiisideied an ultimately o])erative cause ” of a rise 
in the ])rice of oats in the given conditions, whereas rent should 
not.*' 

Professor Ogilvie raises a further diilieully iu the })r(‘sent 
connection. He objects that Marshall, discussing rent with 
Jevons, “for the purj)oses of a ])articular argument,'’ without 

' p. -LV.), footnote. Or. acroiHliii^ to IMuoworth, to say ‘‘ iviit 

dors ent(‘r into tho rost of pro»hi<'ti.>i'. ” inny appropriato for ft'rtaiii purposos, 
in pnrti(?ulHr to inclicnto llio partios wlio aro siifforns. . . . {I*(ipt rft^ \ ol. IT. p. 
172). This is wliy .Marshall admits that it may ho “ iiioxj.iodii nt " to say it doos 
not, althoii^li it. is “ false " to say it tiues in tiny finally i aiisal sense (Prtnci pics, 
pp. 431) -7, footnote). 

* (^oi'n])art) tho example of the mcteoiit* ston»*s {Pctuciplcs, j). .tlS bottom 
and 419 top). 

= Sehnmpeter’s dictum is pertinent : ni.T«‘rent propositions are true from 

different distances ami on (lifferent jdnnes of an.Mimcnt. So, cjj., for a certain 
way of deaeribinj; historic processes, tho presoiu e of a military commander of 
Napolooiiie ability may truly he said to bo of causal im])ortan<*e, whilst for a 
survey farther rernove<l from details it may have hardly any importance at all 
(Kconomtc JornxAL, September 1028, p. 371), footnote). M«)st of Profe.ssor 
Op^ilvie's apparent confusion seems to sprini; from ovorlookinj^ this general 

truth. 
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explaining what the particular argument may be, includes the 
rent yielded by a })ieco of land currently laid down in wheat in 
the “ whole expenses ” of production, thus using expenses in a 
sense op])osed to that in which ho uses it in the Principles (p. 9). 
The dilHculty clearly disappears when it is recognised that the 
rent to be obtained from a piece of land is, in Marshall’s teaching, 
a cost (expense) to the individual producer on the point of hiring 
it or not, or of using it in one way instead of another.^ The 
particular argument implied by Marshall is surely the case of a 
})articular piece of land in respect of which a ])articular cultivator 
is exorcising his option whether to lay it down in oats or in wheat. 

Professor Ogilvie raises a final difficulty, relating to Slarsbairs 
discussion of the industrial as disliiu't from the agricultural value 
of land. He asks why if j)ricc just covers capital and labour co.sts 
on the “ top storey,” - leaving no surplus for rent, should it not, 
by parallel argument, just cover rent on the bottom floor ” and 
leave no surplus for wages or interest ? The reason, f[uite simply, 
is that in the former case — ^price being wholly absorbed by the 
cost of the given capital and labour — production noverthcl(»ss 
will bo carried to the given point; whereas in the latter case- 
price being M'holly absorbed by the given rent - no })roduction 
will take place. Logic is not logic which dostroys the facts u})on 
which it depends. 


3. Improvements 

It is startling to find Profes-or Ogilvie questioning MarshaU’s 
observation that, in discussing how far the fertility of any soil is 
due to origiTial properties and how far to nmn-made changes, 
account must be taken of the kind of ])roduco raised from it; 
questioning this statement, moreover, on the general ground that 
the “ fullest discussions of the origins of a tiling should not admit 
any discussion of its many possible destinations ” (p. 19). As if 
fertility were a thing in itself ” ! What of the fertility of land 
in Scotland for growing grapes as compared with growing heather ? 
Will the contribution of Nature in the former case be anything 
like its contribution in the latter ? Marshall’s hierarchy — forest 
trees, grass, cereals, vegctables-““reflocts the increasing part 
necessarily contributed by cultivation as compared with that 

* Cf. sootion 2 (rt). 

* Is it iiecojssary that ouoiioiTiists siiould como to an agrooment, as Professor 
Ogilvie soeins to think tiiey sliouhl, and deride between “ top storeys ” and any 
iriargiiial unit of produce as the point of regard in estimating expenses of produc- 
tion? Is the former not ii eonvoniontly clear illustration of a particular case 
(actual or hypolhetiral) of the latter? 
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contributed by Nature to obtain these different types of produce 
from any given hind. The fact that Professor Ogilvie mentions, 
namely, that forest trees are (often ?) found on soils which without 
man’s aid would not have been in existence at all, is immaterial. 
What is material is that from those same soils vegetables could be 
grown only by applying to them still further efforts of cultivation, 
the cost of which the price of the produce must cover if these soils 
are to be diverted to the latter use. 

As regards the annual value of the land, moreover, if vegetables 
are in fact produced, the j)art that represents true rent is likely 
thus to be smaller than it %vould bo if forest trees were grown. 
1'he part that represents true interest, furthermore, will not 
include any return to investment which may have improved the 
land for growing trees but did not likewise improve it for 
growing vegetables. In short, the annual value (hence also 
the capitalised value) of any piece of land, both in so far as it 
represents rent and in so far as it represents interest, depends 
upon the use to which the land is put. 

Professor Ogilvie next argues that Marshall, in his attempt to 
show that the ])rescnt value of improved land generally exceeds 
the expenses of improvement w here properly computed net, is in 
error in debiting against the expenses of an improvement the 
aggregate value of the extra j)roA\\QG from first to last attributable 
to it. Witness the Bedford Level, the not expenses of which 
must on this computation bo some negative sum ! (p. 12). But 
must they ? Can anyone say with assurance w hat part of the 
aggregate value of the extra produce since the seventeenth century 
is specifically attributable to the drainage system in question, and 
what i)art to grow’th of poi)iilation and other social forces whicli 
by common consent arc not in dispute as important factors in 
determining the value of such improved land ? The expenses of 
the improvement, moreover, include continually new' expenses, 
e.g. those of bringing the system up to date, so that it is against 
this enlarged total of expenses, not against any original invest- 
ment only, that the aggregate value of the extra produce his- 
torically yielded must be set. Let us, how’ever, admit that the 
net expenses of the Bedford Level could bo shown to be negative. 
This still W’ould not argue Marshall w rong. For in the paragraph 
of his in question ^ lie is sjjcaking of improved land in a district, 
a district being avy district in general. He would bo the first to 
allow that the Bedford Level might have more than paid its way, 
if at the same timo it be allow’cd that some other improvement 

* Principles, p. 0Ii4. 
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elsewhere, ejj. the Middle Level, had loss than paid its way.^ 
Marshall’s argument, to the effect that the actual return to improve- 
ments probably does not exceed the level of return necessary and 
.sufficient to cover the expense of iin])roveinont, depends upon 
“ taking successful and unsuccessful returns togetlier.” ^ The 
value of the improved land of the Bedford Level may be especially 
high; that of land adjacent to the Middle Level aqueduct is 
])robably esj^ecially low. 

Now what of this last argument, that the whole of the extra 
income derived from improvements is required as a rule, even in 
an old country, to remunerate the individual owner for his efforts 
and sacrifices i fn what sense is the whole required to reinunerati* 
the individual ow'uer ? It must — to quote Marshall- “ allord 
adequate (and no more than adequat*^) niollre to sucli invest- 
ment.” ^ That is, the sum of the returns tlirough lime must 
be such on the average for a ])articular tvpi? of investment that, 
when discounted for their futurity, uncertainty, etc. in the indi- 
viduar.s contemplation, they promise him sufficient compensation 
to overcome his psychological resistance to waiting and risk- 
])earing. Suppose the return may legitimately be (wpected t(» 
continue in perpetuity, although this will, \n farl, siddom happen. 
In the investor’s calculation the income to accrue beyond his 
lifetime, .still more that, to accrue beyond Ins children’s lifetime, 
wall have but small present value as an indueeinent to inv(‘st. 
‘‘The w'holo ” of the future return, nevertheless, will ])e neces- 
sary to provide him wdtli adequate motive to lay out his capital ; 
but only in the sense that it is necessary to make \ip a given 
estimated discounttal vabie at the time of investment. The, 
value of land at later dates is a function of tlu^ return to the 
efforts and sacrifices of investment only in this sense. Marshall’s 
suggestion that the analysis might be carried baek to the earlit^st 
origins of land in old countries, though it might raise controv(‘rsial 
questions of history and ethic.s, does not moan, as Professor Ogilvie 
seems to think, that the ‘‘ blood and tears of a Homan slave would 
ho relevant ” to the value of land to-day. Clearly, in fact, any 
yield attributable to those efforts has long since ceased. And in 
principle Mar.shall’.s argument only amounts to saying that at 
any point in j)a.st time the returns over the period during which 

^ “ Tho Middlo Lovel main drain is crossed by an nquodiirt. . . . Tho aque- 
duct has to be maintainod almost entirely for navigation purposes, and altbou^ii 
tho navigation is at present quite inconsiderable, and therefore run at a big loss, 
tho existence of tho aqueduct subjeets thousands of ueros of land to tho risk of 
flood *' {Rept. of the Royal Commission on Land Drainayr, p. 38). 

Principles, p. 42(1. « //oV/., p. 420. italics mine. 
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they had accrued probably were not more on the average than were 
necessary, on a basis of discounted expectation, to lead to the 
given investment of cilort.^ Marshall did not believe in the 
‘‘ lasting (in the soiise of “ ever-laslimj ”) importance of elTorts 
and sacrifices applied to land. It is accordingly curious to find 
Professor Ogilvie, quoting Walker, arguing that the principle of 
terminable annuities is applicable as regards the improvements 
made by a tenant farmer, as it it were a ])i incinl(^ not contemplated 
by Marshall. It is curious that he does not “ force this belief 
together” with the case of tlu^ landh)rd who not on a limited 
tenure — can look forward to what is to hin\ an indefinitely long 
series of returns coincident witli the total yi»*ld of the improve- 
ment, benefiting his children, perhaps »iis children’s children, and 
so on; to whom, therefore, the priucij)le of permanent annuities 
ap[)(^als, later income being very heavily discounted. The prac- 
ti(!al economic difierenoo will bo that the average tenant will not 
find it worth while to ]nish investment in improvements to land 
as far as the average landlord in similar circumstances would 
carry it. 


4. Quasi -rent 

Quasi-rent as a surphis af total receipts over prime cost in short 
periods, Prof('sst)r Ogilvie objects Xo (jua>i-reid, so conceived, 
on the same ground that he objects to ^larshairs conception 
of rent in relation to costs. The argument stated above in 
Section '2 (6) (i), therefore provides a siifiicieiit answer. It is 
to be observeil, however, that tlu' parallel between quasi-rent 
and r(‘nt liolds only for short j)eriods,“ In long periods durable 
plant, unlike land, has a supply-] »ri(c. diiis leads ns to the 
paradox which Professor Ogilvie evolvi^s (pp. 1 19 -20) as a further 
grouiul of objecthm : — Marshall, he claims, though describing the 
short-period return to durable plant as a surplus, at the same 
time treats the aggregate of incomes from it during its life as 
nwessary profit to maintain suj)ply, that is, as true costs. Now 
Marshall explicitly states that sueh incomes are “ no ]>art of cost 
under any conditions," ^ either from the individual or social 
])oint of view. Professor Ogilvie mentions, only to pass over, 
the sense in which ^farshall held the ])rofit to bo " necessary, 
namely, os giving rise to expectation which affects supply through 

' “ If pooror returns had been exported than those on whirh people 
ftctually basod their calculations, fewer iinprovcincnts would have been inailo 
{Principlest p. 420). 

* Economics of huhistrif, p. 427, PrintipleSf p. 42 1, footnote. 
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now investment when that becomes practicable. Anticipated 
return to new investment in the long run, and autual return 
accruing to existing plant in the short run, are hardly identical ! 
The former, realised as interest, effectively operates upon supply, 
cost of production, and price ; the latter, quasi-rent, is impotent 
in these respects — mere evidence upon which reasonable expecta- 
tion may bo based. The point is made in more detail in the 
argument relating to improvements above, the improvements in 
present question having a limited life. 

Quasi-rent as a function of the degree of maladjustment of snpjdfj 
and demand. Marsliall, I believe, would have been surprised to 
find himself the author of this view of quasi-rent as Professor 
Ogilvio sets it out. 

First as to the alleged contradiction that ^Marshall holds 
maladjustment to belong peculiarly both to short and to long 
periods (p. 1(5). What do these terms mean with reference to 
the present problem ? For the theory of value in relation to cost 
— one context in question — the terms carry the technical signifi- 
cance, rospectivelv, of periods within which it is not, and within 
wdiich it is, physically possible for the suj)ply of appliances of 
production in general to be brought into active mutually balaiving 
relations with the demand for them ia such wise that the supply 
and demand for final products will be brought into similar relation. 
In a dynamic society such as ours new di'^turbances are, in fa(d, 
ever arising before any particular balance is achieved. But each 
new equilibrium is more effectively a])])roached at a longer 
rather than a shorter interval of time from eai^h now d is turbaiuro, 
It would, moreover, endure indefinitely if outside forces did not 
disturb it anew. Passive maladjustment is therefore associabsl 
with short periods; active adjustment with long periods. 

Does Marshall reverse tliis thesis in the secoiul context in 
question, namely, where he contrasts old investments in applian<*os, 
and compares new investments in appliances, with investment in 
materials and labour that is soon and often repeated — contrast 
shading into comparison the younger any given investment in 
appliances ? Surely not. 

He docs not, in fact, use the terms short and long period in 
the present connection. His argument, as I understand it, is 
this. Now investment in appliances is the i)rocess wherc^by their 
supply is in duo course brought into mutually determining equi- 
librium relation with demand. This state of affairs, therefore, is 
akin to that which exists continuously, oven in a dynamic society, 
in respect of the supply of and demand for materials and labour. 
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For it is reasonable to presume that the process of investment in 
these forms of resources is not, under competitive conditions, 
prevented by physical or other difficulties from maintaining 
a continuously active equilibrium. Professor Ogilvie mistakes 
this constantly effective activity of adjustment for a short-period 
phenomenon instead of recognising it as the long-period phe- 
nomenon it is.i The contradiction of which he accuses Marshall 
disappears in the light of such recognition. 

In what way, then, do old investments in appliances present 
a contrast ? They represent for the time being a definite commit- 
ment, likely in a dynamic society to be inappropriate in scale, 
and having in any society no direct part in the process of relating 
supply and demand. The distinction between such old invest- 
ments and investments newly effected, or taking place, is clear, 
oven if, as Marshall maintains, it is not absolutely clear-cut. For 
investments vary in age, and the returns to those that are more 
recent bear more potently upon expectation, which in turn, 
through the rate of interest, governs the investment of free 
capital.2 Capital in process of investment in appliances is thus 
a limiting case. As the moans whereby an ultimate balancing of 
the supply of and demand for appliances is approached, it corre- 
sponds with investment in materials and labour continuously 
balancing the supply of and demand for those resources 
respectively. 

Maladjustment thus characterises the supply of durable 
appliances for short ])eriods from each point of disturbance in a 
dynamic society. (Juasi-rent, the short-period income from such 

* Clearly .Marshall would not have described as a short -pcrioil phenomenon 

this continuously activo equilibrium which perpetuates itself indofinitoly. 
Professor Oj^ilvio cites (p. 16) MarshalPs quotation of T)ovas’ words, “ the lon^ipr 
tho run, the more liopeloss tho reetification,” as bearing upon his (Marshall’s) 
view of tho matter. Unfortunately for Prof»*ssor Ogilvio’s case, Marshall, in 
fn.ct, introduces tho quotation as follows: An answer may be given to tho 

objection that ‘ tho longer tho run. . . etc. ' ” {Principles, p. 371), footnote). 

* Marshall's argument that tho causes that govern tho value of free capital 
are akin to those which govern interest, whereas those that govern tho value of 
fixed capital are akin to those which govern rent, because tho value of free capital 
and its anticipated income may be directly represented as a ratio, whereas tiie 
valuo of fixed capital may bo ascertained only by capitalising tho net income it 
yields, does not depend — as Professor Ogilvio^ suggests (p. 10) — on using a 
“ particular method of ascertainment of those values respectively.” Marshall s 
conclusion follows because its anticipated income docs, iii fact, reflect tho cost 
(supply price) of free capital, whereas tho net income from fixed capital docs not, 
in fact, reflect tho cost of that capital, but gives that capital a value indopondont 
of its cost in the same way that tho rent of land gives land a value independent 
of any cost. The particular method of ascertainment of tho value of the capital 
in each case depends upon the way that value is in each case, in fact, detennined. 
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appliances, 1 is, therefore, in a dynamic society necessarily as- 
sociated with maladjustment. But although this is so in foci 
in the economic world of our experience, in which maladjustment 
is })crpctually arising, in principle quasi-rent in respect of any 
standing investment in appliances would not, on Marshall’s 
analysis, vanish in a stationary state in which the supply of and 
(Iciiiand for appliances in general would always bo kept in mutual 
lialaiico by n a [)propriato rate of new investment. For, although 
the income from existing appliances would correspond in magni- 
fnde with the interest to be obtained on new investment, it would 
still — from the j)oint of view of society and the investor alike 
not coiTos])ond in characler.'^ It would still diller from the latter 
in being inoirective with regard to supply, and tlius could not he 
held to bo ill the nature of a cost. 

A word remains to bo said as to the sense in which all ])rac- 
tical oases of quasi-rent depend upon the degree of maladjustment 
between supply and demand. Professor Ogilvie cites Marshall's 
statement in the classic instance of the meteoric stones, to the 
effect that if the divergence from cost of the short-period income 
they yield is likely to be greaty that income is “ more nearly akin 
to a rent than to interest on the cost of 2 )roduciug the stones ” 
(p. 17). He infers from it ‘'much maladjustment, quasi-rent; 
little maladjustment, quasi-intcrost ” — in short, that Marshall 
“calls incomes by different names because the maladjustments 
effecting th(Mn differ in magnitude.” But is Marshall thus at 
fault? The imi>licatioiis of the statement seem to mo to bo 
these. Amongst incomes that are associated with conditions of 
malacljustmeiit, tiurso that represent greater diviTgcncc from cost 
are a^it to endure longer, since it will, in fact, take longiT in such 
cases before an adive balance between return and cost can super- 
sede the passive relation of return to cost. These more divcTgent 

^ Un(lf‘r pn*sc*nt-day ronditions, of rourso, thn supply of inatorials nnd 
labour is not ad(if)t»blo at will. iiut, as Marshall himself argued, both materials 
and labour, if their sup]:)ly bccanio diflieult to adjust, would bo in tho same 
category as durable apf>lianees — earning short-periorl returns in tho nature of 
quasi-rent on already existing investment of capital or olTort, and long-period 
returns, interest or wages as tlio case might bo, on now iiivestinont of tho given 
kinds. 

* Professcjr Canuan puts tho i)Osition clearly. “ I know of no oxarnplo in 
which Marshall applies tho term (quasi-rent) to an income w'hich is neither above 
nor below but eoineidont with normal profits; but there is nothing surprising 
in this : in such a caso ho regards the conception of quasi-rents as of no importance. 
And tho caso scorns amply covcrofl by tho very dofmito statomont — ‘ In every 
caso tho not income dorivod from tho investment of capital, when once that 
investment has boon made, is a quosi-ront ’ ” {Review of Economic Theory^ p. 
324 foil.). 
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incomes, therefore, in respect of their greater endurance as com- 
pared with less divergent incomes, more nearly resemble true rent 
which endures indefinitely. All the short-period incomes in 
question are alike quasi-rents : Marshall says here only that some 
are more, some are less, like true rent in regard to the time they 
last. 

Koaders of Marshall, who are puzzled by his sometimes 
ambiguous and often elusive statements about rent, will be 
grateful for Professor Ogilvio’s spirited and stimulating attack. 
But I hope that these (jomments may have helped to show that 
the different parts of tho doctrine arc mutually consistent, and 
consistent with the rest of tho theory of value and distribution; 
that the whole of the doctrine is sound in its essentials. 

M. Tappan Hollond 

Girton Callajc, Cambridge, 

Juhj 103U. 
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THE STATISTICAL DERIVATION OE J^EMAND CURVES 

1. Foil the j)urposo of this study <leinand curves arc conceived 
as stating the quantities of a commodity that a market will buy 
during a short interval, say a year, in response to different average 
2 )rices proper to the interval. We thus tacitly assume that 
variations of price within the interval have no significant effect 
and that, for practical purposes, the average ])ricc proper to the 
whole interval may be regarded «as if it were also the actual price 
proper to each part of it. Provided that our intervals are made 
reasonably short, no serious error is likely to result from this 
simplification. 

2. In the preceding paragraph the phrase, the price ‘‘ proper 
to a given interval must be understood in a special sense. It 
sometimes happens that the prices recorded for, say, a particular 
week are not the prices at which the things that have changed 
hands in that w’cek, and so come into the record of quantities, 
have actually been sold. The bulk of the money has changcMl 
hands as a result of contracts made some time ago at prices ruling 
then or at “ future ’’ prices anticipated then. When this happens 
there is no direct connection betw-een the price recorded for the 
week and the quantity of sales recorded for it. For constructing 
ilcjiiand schedules there ought to be set against the quantity the 
price at which the items included in it were, in fact, sold. It is 
this, and not the contemporaneous recorded price, that constitute:^ 
tlie price “ 2 )ropcr to ” any given interval. Detailed knowledge of 
the arrangements under which j)articular commodities arc marketed 
is needed to reveal this price ; and wdien, in lack of such know Icilgc, 
contemporaneous recorded prices arc used, error may result. Tlie 
risk of this is obviously greatest when price-quantity records ovi r 
a succession of very short intervals — e.g. daily or weekly intervals 
— arc employed. Provided, however, that our intervals are made 
reasonably long, e.gf. if annual averages of quantities and prices 
are used, it may be hoped that, for most ordinary commodities, 
errors due to this cause will not be large. In what follows it is 
a.ssumcd that we are concerned with commodities in which th(‘ 
recorded prices for our intervals may be regarded as the prices 
proper to them, or, failing that, that detailed inquiry has enabled 
us to substitute the ‘‘ proper ” for the recorded prices. 
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3. The definition given in the first sentence of this article 
makes the demand curve relevant to any interval connect prices 
and quantities in that interval without reference to anything 
outside it. Thus we must not say that the demand curve at any 
time is one thing from the standpoint of a short period and another 
thing from the standpoint of a longer period. If the price Pj of a 
first interval has fallen in a second interval to P.^, and has been 
held at that level in the third interval also, and if, as a consequence 
of the price situation, the quantity purchased is greater in the 
third interval than in the second, this fact must be expressed by 
saying that the low price in the second interval has reacted to 
make the demand curve in the third interval higher than it would 
otherwise have been. In every interval there is a single definite 
demand curve, no matter by what process it has become what it 
in fact is.^ 

4. One further preliminary point must be made clear. When 
it is said that there is. in respect of any commodity, a single 
definit-e demand curve for each interval, this must not be taken to 
imply that the quantity demanded is a function of the price of that 
commodity and of nothing else whatever. It may also be a 
function of the comliiions of supply of several other things. But, 
in respect of each interval, these conditions are jn'csumcd to be 
constant. More commodiously, if t be the distance of any interval 
from some basal moment, w e WTite, ignoring the fact that our inter- 
vals arc in practice of finite duration, == (f>(pf, f). In respect of a 
given interval t has some consttint value, say T ; and, when this is 
given, all the other conditions relevant to the quantity demanded, 
except onl}^ the price of our commodity, are conceived as frozen 
solid. So interpreted, the statement that there is, in respect of 
our commodity, a single definite demand curve in respect of each 
interval is true, no matter how many substitutes and so on there 
may be for it. 

5. The nature of our demand curves being thus understood, it 
is evident that the whole of w-hat statistical studies can accomplish 
directly is to give us a single price-quantity relation in respijct of 
each interval ; that is to say, a single point on the demand curve 
appropriate to each interval. The data by themselves yield this 

^ It should bo noticed that, if a dofinition of this typo is omplovod in doalirifj 
with problems of tax incidence, the biet that tho posit ioTi of the doiiiand (’iirvo in 
one interval may bo affected by the price that ruled in a prior iiiterv'al makes it 
necessary to use a more complex formula for detonniniiiK the relation between 
taxes and resultant price changes than would have been noeessary had our demand 
curve stated the relation between prices and quantities when a suftioient time is 
allowed to admit of their being fully adjusted to one another. 
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and nothing else whatever. It is, therefore, impossible to derive 
the demand curve as a whole or any part of the demand curve (save 
the single given point) in respect of any interval unless we marry 
to the statistical data some hypothesis or hypotheses external to 
them and derived from elsewhere. The purpose of this paper is to 
study certain hypotheses between which and the data marriage 
may bo expected to be fruitful. 

6. Before the main problem is attacked it will be well to make 
clear what is meant by the derivation of a demand curve from 
statistics in an ideally simple case where none of the complications 
of real life is present. Suppose, per imyossibile^ that wo have, 
not one price and quantity, but a number of different prices and 
quantities all relating to the same interval ; or, what comes to the 
same thing, suppose it to bo known a priori that the demand 
curves of all our intervals arc exactly alike, so that our price- 
quantity data refer to the same demand curve, and all the points 
of which they are co-ordinates lie on this curve. Even now the 
data by themselves do not enable us to derive the curve ; for we 
have no evidence about the part of it that lies beyond or between 
the observed points ; and there are an infinite number of ways in 
which a line can be drawn joining any two points.' We, there- 
fore, need some hypothesis which will enable us to infer unknown 
points from known ones. Nobody seriously contends that any 
plausible hypothesis is available for purposes of extrapolation : 
that is, for making inferences about the part of the demand 
curve which lies at any substantial distance beyond the region 
over which observations are available. But over the region 
in which our observations lie there is a plausible hypothesis 


available. This is that the rate at which the ratio — rv ; 

quantity 

changes is not likely itself to change by sudden jumps ; in other 
words, that the demand curve, w'hen drawn out in a figure, is 
likely to have a smooth and not a kinky appearance. This 
implies, further, that the part of the curve joining any two points 
that are very close together will not differ appreciably from a 
straight line. On this basis what we have to do is to draw a 


free-hand line between all the known points in such a way as to 
make it as smooth and as little jerky as possible. The result should 


^ It is this fact whicYi Professor Schultz has in mind when he writes : ** In 
order to derive an unequivocal coefficient of elasticity, we must first derive the 
equation to the demand curve ** {Statistical Laws of Supply and Demand, p. l^) i 
that is to say, we cannot derive the elasticity at any point from our knowledge 
of that point and of other points at however small a finite distance from it until 
we know the course of the curve between the points. 
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be an approximation to the actual demand curve. If we are given 
a great many points fairly close together, all plausible drawings of 
the curve will be very much alike. But, if there are any sub- 
stantial gaps in the range of observations, alternative curves 
differing appreciably from one another may fit the facts almost 
equally well. We are then only entitled to say that the actual 
demand curve over the range of observations lies somewhere 
between specified limits. In the former case, to put the matter 
otherwise, our inferred demand function is subject to a small, 
in the latter to a large probable error. 

7 . In real life there is, in general, no warrant for the hypothesis 
that the demand curves in the different intervals for which data 
are available are all exactly alike. Such a state of things is obviously 
very improbable a priori. Moreover, if, with respect to any 
ordinary set of data, we tentatively postulate it and proceed to 
construct the demand curve proper to it, the nature of the results 
will often show a posteriori that the hypothesis is not appropriate. 
This will be so if, as may well happen, no curves except such as 
contain violent twists and turns can be made to pass through all 
the observed points. In short, in all ordinary cases in real life 
the demand curves in our different intervals must be presumed to 
be different. While retaining the h>q)othesis that the demand 
curve for each interval is smooth and not kinky, we require then, 
if our statistical data are to yield any result, some new hypothesis 
or hypotheses in place of the hypothesis that the curves for all 
the intervals are exactly alike. 

8. The simplest hypothesis which, when it fits the facts, 
completely serves our purpose is that the differences between the 
demand curves in different intervals are all of a sort that can be 
definitely known and calculated. Thus, if between two given 
intervals population alters in a defined proportion, while real 
income per head remains unaltered and monetary arrangements 
are such that money income jKjr head is also unaltered, and if 
nothing else whatever relevant to the demand curve for our 
commodity takes place, the demand cuive in the second interval 
must lie throughout its course at one (the same) horizontal distance 
from the demand curve in the first interval, and this distance must 
be such that the quantity associated with any given price in the 
second interval is equal to the quantity so associated in the first 

population in the second interval 
interval multiplied by thefraction ^opulatioH'fiTth^fosnSter'^ ' 

Thus, if that fraction be m and if x\ and x\ be the quantities 
in the demand curves proper to any two intervals that are 
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associated with any price p, then x\ = mx\. Let pi, 
on be the prices and a ?2 8'*^^ so on the quantities actually 
observed for the successive intervals. It follows that, from the 
quantity observed in the second interval in association with the 
price P 2 » we can injtr the quantity that would be associated with 
the price demand curve of the first interval ; and simi- 

larly for the prices pg, and so on. The demand curve for that 
interval can then bo derived in the manner described in the pre- 
ceding section ; and, when this has been done, the demand curve 
for any rth interval can also be derived by multiplying the quantity 
associated with each price in the demand curve of the first interval 

, . population in the rth interval • 

by the fraction , is easy to sec 

population m the first interval 

that, if population and real income per head remain stationary, 
but the general level of prices is altered through currency 
movements, an exactly analogous method of derivation is 
available. The price in any rth interval being pr and 
the quantity Xr, the price on the demand curve of the first 
interval associated with a quantity Xr must be pr multiplied by 

1 j.- general price index in the first interval rr*i- 

the fraction ■ -V- * ~ ' -rr * i — i • Thus the 

general price index in the rth interval 


demand curve for the first interval can be derived : and in like 
manner the demand curve for any other interval. This derivation, 
it should be noted, is only satisfactory when conditions are such 
that no important changes in the general price index are taking 
place otherwise than in consequence of currency changes. Subject 
to this condition, it is further easy to see that, when both the 
above causes of change are at work, the two preceding methods 
of derivation can be combined. It may be added, as a point of 
interest, that, when the population factor alone is in play, the 
elasticity of demand must be the same in the demand curves for 
all the intervals in respect of any assigned jrrice : when the 
currency factor alone is in play, the elasticity must be the same in 
all of them in respect to any assigned quantity : when both factors 
are in play, neither of these propositions is true. 

9. In real life it is very improbable a priori that the demand 
curves in a number of different intervals (of appreciable length) for 
a commodity taken at random will differ from one another solely 
on account of causes whose effects can be calculated from facts 
external to the commodity in the manner described in the preced- 
ing section. Nor have we to do here with a mere vague general 
improbability. We know for a fact that many causes quite 
different in t 3 T)e from those so far described are frequently at 
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work. First, in respect of commodities of a kind for which people 
can, if they will, postpone or antedate their purchases — and this is 
true in some degree of most commodities — the demand curve of 
one interval may differ from that of another because in the one 
interval people’s expectations about what is going to happen to 
prices and production in the future is different from what it is in 
the other. If, for example, they think that a duty will probably 
be put on motor-cars, this will stimulate them to buy now; if 
they think that a duty will probably be taken off, that will 
stimulate them to hold their hand. This, of course, applies not 
only to dealers, but sometimes to ultimate consumers as well. 
Secondly, in respect of commodities that are rivals or complements 
to other commodities, the demand curve of our commodity may be 
different in different intervals because the supply conditions of the 
rivals or complements arc different in the two intervals. Thirdly , 
productive technique in general, and therewith real income per 
head, may alter. Since, when a man becomes bettor off he does not 
simply increase his purchases of all things in equal proportion, this 
implies that his demand curve for most particular things in terms of 
things in general is altered. With the currency so adjusted as to 
keep the general level of prices unchanged, this means that the 
demand curve as expressed in money for most particular things is 
altered correspondingly. The kind and degree of alteration that 
takes place will be different for different commodities and cannot 
possibly be determined a priori. Fourthly, the distribution of 
purchasing power may change in a progressive manner in favour 
of the poorer as against the richer classes. This must imply a 
relative constriction in the demand for expensive luxuries and a 
relative expansion in that for mass-comforts. Fifthly, peo])lc's 
tastes may alter. Professor Schultz, for instance, believes that 
there has been for a long period a growing taste for sugar in the 
United States. Obviously this implies a series of divergencies be- 
tween the demand curves of successive intervals of a sort that can- 
not be calculated a priori. Lastly, tastes remaining unaltered, the 
distribution of purchasing power may be changed in ways that 
favour or injure groups among whom the taste for our commodity 
is especially keen. The demand curves will be affected by this 
sort of change in the same manner as they arc by alterations in 
tastes. In view of these facts it is obvious that the method of 
deriving demand curves described in the preceding section is not 
adequate to the conditions of real life. If confirmation of this 
conclusion is needed, we have only to apply the hypotheses of 
that section to a few sets of statistics. The resultant demand 
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curves will bo found to embody twists and turns so violent as 
to leave no doubt that these hypotheses are not applicable. 

10. In recent years a number of writers, recognising these facts, 
have attacked our problem. Professor Moore, Dr. Schultz, 
Professors Warren and Pearson and Dr. Leontief have made 
notable contributions on these lines. I do not propose here — 
nor indeed am I qualiRed — ^to examine in detail this important 
j)ioneer work. A little must be said, however, about some of the 
methods employed. In his Statistical Laws of Demand and Supply 
Dr. Schultz, examining more particularly sugar statistics, employs 
two methods which he names respectively the method of link 
relatives and the method of trend ratios. The method of link 
relatives may be set out thus. The link relative of consumption 
for any year is obtained by dividing the consumption of that year 
by the consumption of the preceding year ; and the link relative 
of price is obtained in the same way. Points are then set in a 
system of rectangular co-ordinates, the co-ordinates of each point 
being the link relative of price and the link relative of consumption 
for the relevant year. A straight line is then fitted to these points 
on the assumption that the reason why any points fail to fall on the 
line is that they are subject to vertical and horizontal errors, the 
two sorts being of equal importance. The equation of the lino so 
obtained is the law of demand in terms of link relatives. From this 
the law of demand for any given year in absolute quantities — 
i,e. the demand curve — is readily derived by a simple substitution.^ 
The method of trend ratios proceeds on the same lines, save that 
here the fundamental data are the ratios of consumption and 
prices in each year to their respective trends. This method has 
the disadvantage that, if the movements of consumption and of 
prices are both perfectly smooth, being brought about, for example, 
by a steady improvement in technique in the face of constant 
conditions of demand, it will necessarily fail : a paradox from 
which the rival method is free. It is plain that both these methods 
require for their justification the assumption that the demand 
curves may be treated without serious error as straight lines and 
that their movements conform to certain conditions. It is not, 
however, easy to make explicit precisely what these conditions 
are. A mathematical machine is grinding out results ; but the 
ezad nature of what was put into the machine at the beginning is, 

» Statistical Laws of Demand, p. 41. I am not clear as to the relation which 
Dr. Schultz conceives to hold between this demand curve and what he calls the 
“ static ” demand curve of Marshall’s analysis. Ho cautions the reader against 
regarding the two as equivalent (p. 94) ; but in his discussion of taxation in Part III 
of his book he himself appears so to regard them. 
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at all events to non-oxpert readers, somewhat obscure. This is 
true in a still higher degree of the more complicated method of 
deriving demand curves employed in his interesting article in the 
Wdtwirtschaf niches Archiv of July 1929 by Dr. Wassily Leontief. 
A more serious difficulty is that, while the objective sought by these 
writers in respect of any interval — ^year or month — ^is avowedly 
the most probable demand curve, not the actual demand curve, 
no explicit calculation is made of the probable error to which the 
results attained are subject. We are not told, nor, I think, can 
we easily ascertain, within what limits the actual demand curve is 
more likely than not to lie. This is a very important matter, 
because some sort of data must obviously allow of a more reliable 
conclusion being drawn than is possible with other sorts. With- 
out venturing on further criticism, I desire here to suggest a method 
more tentative and leas mechanical in character than those which 
I have been describing, in which the assumptions made are 
precisely stated and a rough judgment about the reliability of 
results is easily reached. 

11. The basis of this method is an elementary proposition in 
geometry. Suppose that we are given three points with co- 
ordinates (pj, {p 2 , X 2 ), (Pa, x ^) ; and that three parallel straight 
lines equidistant from one another vertically (which implies also 
horizontally) have to be drawn to pass through these points. 

Write rfj = Pj — pg 

== P2 - P2 

Cl =: a?! — X2 
Ca = Xo — X3. 

White also and a 2 for the vertical distance of the first line above 
the second and of the second line above the third. Then the slope 
of the lines 

, ^ ^2 ^2 

Cl Ca 

This is obviously equal to 

((fi -- ai) — ( rfa — «a) _ r (^1 — ^ 2 ) ““ (^1 ^ 2 ) ^ 

C'l — Ca ^2 

Thus two triads of lines can be drawn through our three points, 
the slope of the lines in each triad being equal numerically but of 
opposite sign. If now we add the requirement that the lines 
passing through the three points must be inclined negatively, 
only one triad is possible, namely, that one of the aforesaid two 
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whose slojw is negative, that is to say, the one whose slope is 

(^1 (^1 — ^ i ) 

Cl - (-3 


When Oj — a. 


0 this reduces to — 





no matter what 


the value of the as may be. In these conditions, then, the slope 
of all the lines in the triad equals — When (a^ — ag) is 

— C2 

positive, the slope is numerically < — When (a^ — a.,) 

Cl — Cq 

is negative, the slope is numerically > — ^ t ^ ^^2 That is to 

Cl — Cg 

say, when the curve proper to the third interval is further to the 
left of, or less to the right of, that proper to the second interval than 
that proper to the second interval is of that proper to the first, 

the formula - under-states the numerical value of the 

Cl — Co 

slope of the curves : in the converse case it over-states it. 

12. Now it is obvious that this piece of geometry can have no 

relevance to the problem of deriving demand curves unless wo are 

entitled to assume that these demand curves, over the range 

covered by our observations, either are, or are related in a definite 

manner to, straight lines. It does not seem likely that many 

demand curves actually are straight lines; for this implies that 

the change of Id. in price per unit is associated with the same 

absolute change in quantity purchased whether the price we start 

from is six pounds or six pennies. It is much more plausible to 

hold that an equal (small) percentage change in price is associated 

wdth the same percentage change in quantity purchased whatever 

(over the relevant range) is the initial price. In other words, it is 

much more plausible to hold that our curves (over the relevant 

range) arc constant-elasticity curves than that they are straight 

lines. Indeed it is a 'priori probable that over small ranges demand 

curves do, in fact, usually approximate to constant elasticity 

curves. Now it so happens that the constant elasticity curve, 

though, of course, it is not a straight line, is related in a precise and 

definite manner to a straight line. For, if price be written p and 

quantity purchased x, the elasticity of demand in respect of a 

d lo£r X . • • 

purchase x may be written Hence if this elasticity is 

constant, a curve drawn with the logarithms of quantities pur- 
chased as abscissse and the logarithms of prices as ordinates will 
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be a straight line. This fact has been made use of by Dr. Leontief 
in the article cited in section 10. 

13. In order that our piece of geometry may be brought 
successfully into play, it is necessary, however, not only that the 
curves in any triad shall be straight lines, but also that (1) they 
shall be parallel, and (2) that the distance between the first and 
second and between the second and third shall be equal. The 
logarithmic lines will bo parallel if the elasticities of demand 
(assumed constant over the relevant range) are the same in each 
of the three successive intervals. It is not unreasonable to suppose 
that, with moderately short intervals, this condition will often be 
approximately satisfied. The condition of equi-distance between 
the first and second and between the second and third curves will 
be approximately satisfied if and in so far as the state of demand is 
changing under the influence of causes that act in a continuous and 
gradual manner. Strictly, it will be noticed, equal distances be- 
tween successive curves impl}^ since our curves are logarithmic, 
increasing distances between the demand curves in non -logarithmic 
form from which thej^ are derived. But, with small intervals, the 
difference between equal percentage and equal absolute distances 
is very small. Of the causes examined in section 9 some 
arc likely to operate as a general rule in this way ; but others, 
notably shifts in expectation about the relation between the future 
and the present prices of the commodity directly concerned, are 
likely to operate sporadically. When causes of the latter type are 
in play the condition of equi-distance between the first pair and 
the second pair of lines in our triad is likely to be violently 
violated. 

14. The method of deriving demand curves which I am pro- 

posing may now be set out. First make tables, for the successive 
intervals given in observation, of (1) the logarithms of observed 
prices and (2) the logarithms of observed quantities. Secondly, 
writing etc, for the successive prices, and .I’l, .r^, etc. for the 

successive quantities, calculate 

(log Vi — log p.,) — (log Pa - log Pa) 
and place the result against the third interval ; calculate 

^2 “ log -^3) Jlog .r3 — 

(log p2 log P2) ~ (log P3 — log Pi) 

and place the result against the fourth interval ; and so on for all 
the intervals. When in respect of any interval the fig\ire obtained 
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in this manner is positive, it cannot measure the elasticity of 
demand for the relevant triad; a swing in demand must have 
occurred between the second and third intervals widely different 
from that which occurred between the first and second. When the 
figure attained is negative, it may measure this elasticity. If the 
distances between the first and second and between the second and 
third lines in the triad are equal, it does measure it. For 
example, if all other things, including real income per head, 
are unchanged over the period covered by any triad, and 
if population and (or) money income per head change in 
the same proportion — ^so that their logarithms changed by the 
same absolute amount — between the first and second and 
between the second and third intervals, the figure that emerges 
is the true elasticity of demand. Nothing would be gained 
by correcting the original data for population and currency 
changes before manipulating them. If the demand curve moves 
less towards the right or more towards the left in the second half 
than it does in the first half of our triad, the figure that emerges is 
less than the true elasticity of demand : in the converse case it is 
greater than the true elasticity of demand. Thus, if, other 
things being equal, population or money income per head is 
increasing at a constant absolute rate, which implies a de- 
celerating geometrical rate, our figure will slightly under-estimate 
the true elasticity of demand ; and by employing data corrected for 
population and general price changes we shall obtain a figure which 
will be slightly larger and, jrro tanto, more correct. As a rule, for 
most triads there is likely to be some disturbance consequent 
upon discrepant swings of demand as between the two pairs of 
intervals. We cannot tell a priori what degree of disturbance 
has occurred in respect of any given triad : though, for certain 
triads, for example those during the course of which an expecta- 
tion of change in the rate of duty imposed on the commodity 
concerned has emerged, considerable disturbance may be looked 
for. When, however, we bring into account all our triads to- 
gether, useful results may sometimes be obtained. The table of 
calculations taken as a whole may, indeed, reveal conditions so 
chaotic that no inference about the form of the demand 
curve can safely be drawn from it. If, however, the triads 
yielding negative figures constitute a large proportion of the 
whole, if the figures obtained in respect of a large number 
of the triads are grouped together fairly closely, and if there 
are no indications of a substantial trend of increase or decrease, 
it is probable that throughout the observed period the form 
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of the demand curve has been substantially similar and that 
the elasticity of demand lies within limits that can be specified. 
In other conditions the table will suggest that alterations of form 
have taken place about which something definite can be said. It 
should be noted that, since a given swing in the demand curve 
shifts the price related to a given quantity — and the quantity 
related to a given price — by some absolute amount, the resulting 
proportionate error is likely to be very large when the differences 
among either the observed prices or the observed quantities in a 
triad are very small. Hence it will be well to suspect the witness 
of triads of tliis kind and to prefer that of triads where both the 
observed prices and the observed quantities differ substantially 
among themselves. I suggest then that in tables obtained in the 
way proposed above all positive figures should be ignored and 
also negative figures that are seriously suspect on the ground 
just indicated. On the assumption that the (logarithmic) demand 
curves of all the intervals are parallel straight lines, the figure in 
the final column derived from each triad may be regarded as an 
“ observation ” of the elasticity of demand, subject to an “ error ’’ 
due to a deviation from equality between the distance of the second 
line in the triad from the first and the distance of the third line 
from the second. It is not, however, to be expected that the 
errors in this type of observation will be distributed in accordance 
with the normal law. Hence a mechanical treatment of them is 
not warranted. More particularly, in view of the fact that some 
of the observations with which w^e are proposing to work 
may easily, on account of “ error,'’ show a very large (negative) 
elasticity, while none can show an elasticity numerically less 
than 0, no especial significance can be attached to the arith- 
metic average of their observations. The following procedure is 
probably as little unsatisfactory as any other. Find the limits 
within which half of the unrejected observations lie. If the 
whole table shows a reasonably narrow range of scatter, and if the 
proportion of observations which has had to be extruded is small, 
the elasticity of demand may bo expected to lie wdthin this limit, 
and a figure in the neighbourhood of the iiedian is more likely to be 
right than one far from it. The larger the proportion of positive 
figures in the original table and the wider the scatter, the less 
confidence are we entitled to place in our results. 

15. It remains to illustrate the above method in practical 
working. For this purpose I shall apply the method first to two 
sets of figures collected by Dr. Schultz. My object being merely 
to illustrate a method, these figures are taken as they stand, and 
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the question whether the recorded prices are rightly treated as 
proper prices in the sense of section 2 is not raised. I have taken 
account of all negative figures and do not employ the further 
refinement, suggested above, of rejecting the witness of triads 
yielding such figures that I have called above suspect. Table I is 
derived from Dr. Schultz’s table ^ giving the total consumption 
and the money price of sugar in the United States ; and Table II 


Table I 



Col. 1. 
Log. of total 
rousuinption 
(in thousands 
of short tons) 
of siijCfar in 
the U.S.A. 

Col. 11. 

Kxr*e.ss of 
each year 
over its suc- 
cessor, dr. 

Col. 111. 

Log. of Now 
York wholo- 
sale price in 
cents per lbs. 

Col. IV, 

Excess of 
each year 
over its suc- 
cessor, Cr. 

Col. V. 

Elasticity of 
demand, i.c., 
dr ~_dr+ i 

O+i 

1800 

1801 

3-218S1 

3-32352 

-0-10698 

0*79036 

0*66661 

0-12375 


1892 

3*31723 

0-00829 

0*63809 

0-02852 

— 1-210 

1803 

3*32960 

— 0-01237 

0*68502 

— 0-04693 

0-273 

1894 

3*35295 

— 0-02335 

0*61490 

0-07012 

— 0-093 

1895 

3*33925 

0-01370 

0*61826 

— 0-00336 

-0-504 

1896 

3*34143 

-0-00218 

0*65629 

— 0-03803 

0-458 

1897 

3*36530 

-0-02387 

0*65350 

0-00279 

-0-531 

1898 

3*35083 

0-01447 

0*09592 

— 0-04242 

— 0-848 

1899 

3*36680 

— 0-01507 

0*69188 

0-00404 

— 0-655 

1900 

3*39550 

-0-02870 

0*72591 

— 0-03403 

0-334 

1901 

3*42439 

— 0-02889 

0*70329 

0-02262 

— 0-003 

1902 

3*45849 

— 0-03410 

0*64885 

0-05444 

— 0-163 

1903 

3*45576 

0-00273 

0*66633 

— 0-01748 

— 0-512 

1904 

3*49122 

— 0-03546 

0*67870 

— 0-01237 

— 1-279 

1905 

3*46953 

0-02169 

0*72066 

— 0-04196 

— 1-931 

1906 

3*50623 

— 0-03670 

0*6546(i 

0-06000 

— 0-540 

1907 

3*52543 

— 0-01920 

0*66736 

— 0-01270 

— 0-222 

1908 

3*55242 

— 0-02699 

0*69522 

— 0-02786 

0-513 

1909 

3*56217 

— 0-00975 

0*67806 

■\-0-01716 

0-382 

1910 

3*57426 

-0-01209 

0*69653 

— 0-01847 

0-064 

1911 

3*57449 

— 0-00023 

i 0*72795 

— 0-03142 

— 0-915 

1912 

3*59384 

-0-01935 

0*70252 

0-02543 

— 0-336 

1913 

3*62242 

— 0-02858 

0*63124 

0-07128 

— 0-201 

1914 

3*62449 

-0-00207 

0*67052 

— 0-03928 

— 0-239 


from his table ^ giving the consumption per head and the real 
price (i.e. money price corrected by an index of general prices) 
for the same. 

In Table I, Column V contains positive values opposite the 
years 1893, 1896, 1900, 1908, 1909 and 1910. In every case 
except that of 1909 the positive value is consequent upon both the 
price difference and the quantity difference being negative. This 
suggests that there has been manifest a general tendency towards 
an accelerated upward movement of the demand curves ; and this 

^ Statistical Laws of Demand and Supply, p. 213. • Ibid,, p. 214. 
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suggests in turn that any figures derived on the assumption that 
the distances between the curves proper to adjacent intervals are 
constant will exaggerate the elasticity of demand . Of the 1 7 figures 
with negative signs in Column V the maximum (numerically) is — 
1 '031 and the minimum — 003. The middle figure (median) is — - -512. 
More than half the negative figures — the nine middle figures — 
lie between —*222 and —•655. The arithmetic average of all the 
negative figures is —'600. The arithmetic average of the negative 
figures for the years 1890 to 1902 is —*50 : for the years 1903 to 
1914 it is — 686. 


Table II. 



Col. I. 

Lor. of por 
caput con- 
sumption 
in lbs. 

Col. II. 

l-^XCCSS of 
each year 
over its suc- 
cessor, d,. 

Col. 111. 
Log. of price 
per lb. cor- 
rected b\' 
general in- 
dex number. 

Col. IV. 

Excess of 
each year 
over its suc- 
cessor, Cr. 

Col. V. 
icily 

of demand i.o. 
dr dr 1 1 

(-.--Cr , i 

IH'JO 

IHUl 

1-72263 

1-82151 

-^0-09888 

0-82236 

0-70424 

0-11812 


1802 

1-80482 

0-01669 

0-70355 

0-00069 

— 0-984 

1893 

1-80880 

-- 0-00407 

0*73190 

-0-02835 

0-714 

1894 

1*82413 

-- 0-0 1524 

0*71675 

0-01515 

— 0-256 

1805 

1-80200 

0-02204 

0*71357 

0-00318 

-2-279 

1800 

1-79588 

0-00621 

0-77093 

— 0-05736 

0-292 

1807 

1-81158 

-0-01570 

0-70827 

0-00260 

— 0-365 

1808 

1-78888 

0-02270 

0-79120 

— 0-02293 

-l-SOf 

1800 

1*79657 

— 0-00769 

0-75740 

0-03380 

-0-535 

1000 

1*81425 

-0-01768 

0-75703 

-0-00053 

0-290 

v.m 

1*83696 

-0-02271 

0*74617 

0-01176 

-0-409 

1002 

1-86216 

— 0-02520 

0*66521 

0-08096 

— 0-035 

1003 

1-85065 

0-01151 

0-67237 

— 0-00716 

— 0-416 

1004 

1-87670 

-0-02614 

0-68485 

-001248 

7-077 

1005 

1-84810 

0-02860 

0*72681 

-0-04196 

-1-856 

1006 

1*88138 

— 0-03319 

0*64562 

0-08119 

— 0-501 

1007 

1*88930 

-0 00792 

0-63478 

0-01084 

— 0-359 

1008 

1 *90956 

-002026 

0-68151 

— 0-04673 

0-214 

1009 

1*91275 

— 0-00319 

0-63195 

004956 

0-177 

1010 

1*91169 

0-00106 

0*63286 

-0-00091 

— O'OSi 

1011 

1-89875 

0-01294 

0*60075 

— 0-06689 

- 0-1 so 

1912 

1-91009 

— 0-01134 

0*64748 

0-05227 

— 0-119 

1913 

1-93146 

— 0-02137 

0*57171 

0-07577 

— 0-426 

1914 

1-92583 

0-00563 

0*61072 

— 0-04801 

-0-218 


In Table II the figure in Column V is positive for 1893, 1896, 
1900, 1904, 1908 and 1909. Most of th#sc years are the same as 
those that give positive figures in Table I. Of the 17 negative 
figures the maximum (numerically) is — 2*279 : the minimum 
— 035. The median is — 409. The middle nine figures lie 
between — 218 and — 535. The arithmetic average of all the 
negative figures is — *624. For the period 1890 to 1902 it is 
— 794 : for the period 1903 to 1914 it is — 473. 

The only notable difference between the results obtained 
from the uncorrccted and those obtained from the corrected 
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Table III. 




Col. I. 

roi. H. 

Col. III. 

Col. IV. 

Col. V. 

Col. V I. 



Lor. of 
quantity 
of copper 
consumed 
in U.S.A. 

Excess of 
log. of con- 
sumption in 
each month 
over its suc- 
cessor » dr. 

Lor. of 
price of 
c^^Mn 

Excess of 
loR. of price 
in each 
month over 
its suc- 
cessor “ Cr. 

Inferred 
elasticity 
of dcmanfl 

Cf ““ Cf + j 

Inferred 
elasticity of 
demand to 

2 decimal 
points. 

Jan. 

1909 . 

215 


143 




Feb. 

1909 . 

225 

-10 

112 

+ 31 



March 1909 . 

234 

— 9 

93 

+ 10 

-I 

12 

— 008 

April 

1909 . 

235 

— 1 

99 

— (i 

-8 

25 

- 0*32 

May 

1909 . 

239 

- 4 

no 

-11 

3 

6 

-1- 0*59 

June 

1909 . 

240 

— 7 

121 

— 11 

0 

00 

July 

1009 . 

238 

-f 8 

110 

H-ll 

-ITi 

-22 

4- 0-67 

Aug. 

1909 . 

247 

— i) 

114 

— 4 

17 

15 

4- 113 

Sept. 

1909 . 

251 

— 4 

no 

+ 4 

-6 

-8 

4 - 0-62 

Oct. 

1909 . 

201 

-10 

104 

+ 0 

0 

-2 

— 300 

Nov. 

1909 . 

205 

- 4 

118 

— 14 

-6 

20 


Dec. 

1909 . 

237 

4-28 

124 

— 0 

-32 

-8 

4- 4 

Jan. 

1910 . 

232 

+ 6 

134 

— 10 

23 

V 

4- 6*75 

Feb. 

1910 . 

262 


125 

-f 0 

35 

-19 

- 1*84 

March 

1910 . 

245 

-17 

123 

+ 2 

-13 

■7 ■ 

— 1*86 

April 

1910 . 

249 

1 ■“ ^ 

105 

4-18 

-13 

-16 

4- 0-81 

May 

1910 . 

250 

- 7 

99 

+ 0 

3 

12 

4- 0*25 

June 

1910 . 

284 

-28 

93 

-f 0 

21 

o' 

4- 

July 

1910 . 

239 

4-45 

87 

-f 8 

03 

0 

4- «> 

Aug. 

1910 . 

272 

-33 

97 

-10 

78 

i 6 

4 - 4-88 

Sept. 

1910 . 

257 

4-15 

93 

+ 4 

-48 

‘-i4 

}- 3*43 

Oct. 

1910 . 

i 267 

-10 

99 

— 0 

25 

io 

4- 2*5 

Nov. 

1910 . 

256 

+11 

105 

— 0 

-21 

0 

— 00 

Dec. 

1910 . 

256 

0 

100 

4- 5 

11 

-11 

— 1*00 

Jan. 

1911 . 

229 

+ 27 

90 

4-10 

-27 

-5 

-f 5*40 

Feb. 

1911 . 

250 

— 21 

88 

2 

48 

8 

-I- 6 00 

March lOU . | 

281 

-31 ' 

84 

4 

10 

^0 

— 500 

April 

1911 . 

252 

4-29 

80 

-f 4 


4- 

May 

1911 . 

269 

— 17 

79 

-f 1 

40 

3 

-f 15*33 

June 

1911 . 

275 

— 6 

93 

— 14 

-11 

15 

— 0*73 

July 

1911 . 

215 

4-60 

96 

- 6 

-00 

-8 

+ 8-26 

Aug. 

1911 . 

264 

-49 

127 

-31 

100 

25 

+ 4-36 

Sept. 

1911 . 

243 

+21 

86 

4-41 

-70 

-72 

+ 0-97 

Oot. 

1911 . 

238 

+ 6 

86 

0 

10 

41 

+ 0-30 

Nov. 

1911 . 1 

228 

+ 10 

101 

— 15 

-6 

16 

— 0-33 
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Table III — continued. 




Col. I. 

Col. n. 

1 Col. III. 

1 Col. IV. 

1 Col. V. 

Col. VI. 



TfOg. of 
quantity 
of copper 
consumed 
In U.8.A. 

Excess of 
log. of con- 
sumption in 
each month 
over its sue- 

Log. of 
price of 
copper in 
U.S.A. 

Excess of 
log. of price 
In each 
month over 
its sue- 

Inferred 
elasticity 
of demand 

Inferred 
elasticity of 
demand to 

2 decimal 



cessor — dr. 


cessor — e,. 

Cr ~ Or + i 

points. 

Dec. 

1011 . 

256 

—27 

132 

—31 

37 

16 

+ 2*31 

Jon. 

1912 . 

242 

+ 13 

149 

-17 

-40 

-14 

+ 2*85 

Feb. 

1912 . 

269 

— 17 

149 

0 

SO 

-17 

— 1-76 

March 1912 . 

265 

— 6 

167 

— 18 

-11 

18 

— 0-61 

April 

1012 . 

278 

— 13 

197 

-30 

7 

12 

+ 0*68 

May 

1912 . 

268 


205 

— 8 

-23 

-22 

+ 104 

June 

1912 . 

267 

+ 1 

236 

-31 

0 

23 

+ 0-39 

July 

1912 . 

302 

-35 

235 

+ 1 

36 

-32 

— 112 

Aug. 

1912 . 

328 

— 26 

243 

— 8 

-9 

0 

- 1*00 

Sept. 

1912 . 

326 

+ 2 

243 

0 

-28 

1 -8 

+ 3*50 

Oct. 

1012 . 

328 

— 2 

238 

+ 5 


— 0*80 

Nov. 

1912 . 

309 

+ 19 

239 

— 1 


— 3*50 

Deo. 

1912 . 

322 

-13 

240 

— 1 


+ 00 

Jan. 

1013 . 

322 

0 

217 

+ 23 

-13 

-24 

+ 0*64 

Feb. 

1913 . 

327 

— 6 

175 

+ 42 

5 

-19 

— 0*26 

March 1913 . 

300 

+ 27 

168 

+ 7 

-32 

35 

- 0*91 

April 

1913 . 

311 

— 11 

184 

— 16 

38 

23 

+ 1*60 

May 

1913 . 

316 

— 5 1 

189 

— 5 


+ 0*54 

June 

1913 . 

266 


166 

+ 23 


+ 1*96 

July 

1013 . 

306 

— 39 

152 

+ 14 

89 

+ 9*89 

Aug. 

1913 . 

285 

-20 

188 

— 36 

-19 ' 

50 

— 0*38 

Sept. 

1913 . 

298 

-13 

213 

— 25 

-7 

-11 

+ 0*64 

Oct. 

1913 . 

309 

-11 

213 

0 

-2 

^5 

+ 0*08 

Nov. 

1013 . 1 

307 

+ 2 

181 

+ 32 

-IS 

-32 

+ 0-41 

Dec. 

1913 . I 

308 

— 1 1 

153 1 

+ 28 

8 

4 

+ 0*76 


data is that among the former the larger figures are found in the 
second half, among the latter in the first half of the table. 1 
should imagine that the explanation of this lies in the manner 
of construction of the general price index used by Dr. Schultz 
for correcting his price figures; but it has not seemed worth 
while to go into the matter. On the whole there is no sufiicient 
ground for holding that the elasticity of demand for sugar has 
altered materially over the period covered by the statistics ; and 
it seems probable that the reason why different results are obtained 
from different successive triads is ^at the demand curves have 
No. 159. — VOL. XL. ^ ^ 
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shifted unequally as between the two pairs covered by most triads. 
We are entitled, I think, to conclude with confidence that the 
elasticity of demand is not less than —•250 and not greater than 

— •550. It probably lies somewhere in the neighbourhood of 

— •4. This conclusion may bo compared with those reached by 
Dr. Schultz. He finds an elasticity of demand under normal 
conditions of consumption of — 5 : and further that, even when 
conditions of consumption differ substantially from normal, the 
coefficient of elasticity is still numerically less than 1*0.^ 

16. Let us next apply my method to the monthly figures for 
copper sold in the United States over the years 1009-13 which 
Dr. Leontief has collected.^ Here there is serious doubt whether 
the recorded prices arc proper prices in the sense of section 2 ; but, 
again, my purpose being illustrative, I do not raise that issue. 
In Column VI of this table there arc 58 figures altogether. 
Of these, 33 are positive, including five that are infinite. Of the 
33 positive figures, 15 result from a union of 2 positive and 18 
from a union of two negative elements. There remain only 
20 negative figures, including one that is infinite. Of these, apart 
from the infinite figure, the maximum is —5-0: the minimum 

— •08. The median is — LO or — *91. The 10 middle figures out 
of the 20 lie between —-38 and — 1*8. The primd facie inference is 
that the elasticity of the demand for copper probably lies between 
these limits. But the largo proportion of positive figures found in 
our final column shows that the demand curve oscillates in a very 
irregular manner. This suggests that the above result must be 
used with great caution. The figure found by Dr. Leontief by a 
complicated mathematical process is -- 1-29. This residt is, in my 
opinion, subject to a probable error — not specified by Dr. Lcontic'f 
— which forbids us to assert with any confidence that the elasticity 
of tlic demand for copper over the period studied has been numeric- 
ally greater than unity. It is not at all surprising that greater 
uncertainty should attach to determinations of the elasticity of 
demand for articles like copper, for which the demand is likely 
to fluctuate violently with variations in general industrial activity, 
than attaches to similar determinations for staple articles of food, 
for which the demand is much less inconstant. Moreover, with 
intervals so short as a month, discrepancies between recorded and 
‘ proper ’ prices are likely to confuse the calculation more seriously 
than they do with longer intervals. Even, however, with this 
unpromising material the method I have been illustrating enables 
us to escape in some degree out of complete nescience. 

A. C. PiGon 

^ StatMcal Lawt of Demand and Supply, p. 02. 

* W eUwiiUchaJtlicheB Archiv, July 1929, pp. 82-33. 



THE ARTIFICIAL CONTROL OF RAW MATERIAL 
SUPPLIES 1 


This article contains two parts. In the lirst part tJie subject 
is discussed from a general theoretical jjoint of view: in the 
second, certain recent or existing atloinpts at artilicial control 
are very briefly considered in the light of tlic previous discussion. 

Part I 

Broadly speaking, all attem])ts at artificial control by pro- 
ducers of raw materials are occasioned by an exces.s of supply 
over demand, and the consequent decline of the price of tho 
product to a level at which a substantial number of producers 
are unable to obtain what they consider a reasonable profit. But 
the excess of supply may be of various kinds, and may arise from 
several distinct causes : it may, for example, bo temporary or 
permanent in character, and it may be caused by an excess of 
productive capacity or by an abnormal output per unit of capacity, 
demand in l)oth cases being normal, or by a decline in demand, 
supply conditions remaining unchanged. In j>ractiee the excess 
supply m.ay be diu' to a combination of such causes, but for the 
purpose of theoretical analysis each main kind and cause may be 
considered separately. 

A. IVAere the excess supply is due to an excess of produciii c cajxicity, 
demand being normal (i.c. not necessarily unclumgcd, but suck 
as might reasonably be expected). 

When the productive capacity of an industry has been ex- 
cessively extended, it is usual to offer an explanation in terms of 
erroneous estimates on the part of producers. As a body they 
may have been unduly optimistic as to the probable trend of 
demand, or their estimates may have been upset by unexpected 
events, while as individuals each may have oviT-cstimated his 
real competitive ability and therefore the share of the increased 
demand which he will be able to secure. Where this is the true 

^ Note by Kditor , — This artii^lo by Mr. llowo may bo ronsiUoreil to bo an intro- 
duction to a sorios of detailed “ Studio.^ in the Artiticiul Control of Haw Materia 
Supplies,*’ wliich ho is proparinj^, and which will bo issued to members of the 
Royal Economic Society as Special Memoranda. 


D D 
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cause of the excess capacity, and where the technique of pro- 
duction in its broadest sense has not been advancing to any 
appreciable extent, there is obviously a general case for putting 
the excess capacity into cold storage by some measure of restriction 
until such time as the demand has caught up with the potential 
supply. It would obviously be wasteful to allow capacity to 
disappear, when there is every probability that it will shortly 
be again required. A general restriction of output to maintain 
prices at a level which will enable the marginal producers to make 
ends meet is, under such conditions, a sound policy from the 
point of view of both producers and consumers. But this 
general case for restriction rests on the condition that the 
technique of production is not making rapid strides. If it is, 
the situation is entirely changed, for the most recently established 
capacity will be able to produce at much lower costs than the 
existing capacity, and any future increase in demand will be met 
by the establishment of additional still lower cost capacity. The 
older excess capacity is really obsolete, even though it would 
not have become obsolete so quickly if there had been no errors 
on the part of the entrepreneur function. Restriction in such a 
case is fundamentally unsound : what is wanted is to hurry this 
obsolete plant out of existence, not to prolong its life. Restriction 
under such circumstances is obviously disadvantageous to the 
consumer, while, as will shortly be demonstrated, the chances of 
any ultimate benefit to either high-cost or low-cost producers is 
remote. 

An excessive expansion of capacity is not, however, always 
due to errors by the entrepreneur function : its creation may bo 
an entirely correct and deliberate procedure. For if the technique 
of production is making rapid progress, new capacity will be 
introduced even if demand is stationary, simjdy because it is 
more efficient than the existing marginal capacity. Unless this 
marginal capacity can be modernised at a cost less than the cost 
of establishing new plant, which is often not the case, especially 
in extractive industries,^ entrepreneurs will deliberately create 
additional capacity because it will yield a more than normal 
profit, owing to its lower cost of production, and they will be 
entirely justified in so doing. Industrial progress takes place by 
the substitution of more efficient capacity for the least efficient 

^ There is here a physical problem, a Snancial problem, or both, and in respect 
of the latter it may bo observed that such modernisation requires that the capital 
cost of the existing plant shall have been virtually written-off, t.e. that adequate 
allowance shall have been made for obsolescence. If technical progress suddenly 
quickens, it is most unlikely that this will have been done. 
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existing capacity, and this may very probably mean excess 
capacity until the latter disappears. In this sense there is a 
chronic tendency to excess capacity, a fact which has hardly 
received duo recognition in economic theory. In many industries 
in recent years there has certainly been rapid progress in the 
technique of production, and restriction as a remedy for excess 
capacity, whether resulting from error or by deliberate design, 
is in such circumstances almost certainly an unsound policy 
from the point of view of both producers and consumers. This 
is best realised by considering what is likely to happen under 
laissez-faire, and then what is likely to happen if a restriction 
scheme is put into operation. 

As capacity becomes excessive, prices fall to the prime costs 
of the marginal producers, and even perhaps below that. By 
all the text-book rules what ought then to happen is that, as their 
financial resources become exhausted, the highest cost producers 
ought to close down, thus reducing the excess capacity. But in 
fact what happens first is that they reconstruct ” their capitali- 
sation, or arc bought out at very cheap prices by groups of 
speculatively minded investors, w^ho hope that prices will before 
long rise a little, and that then, with its low capital charges, their 
purchase will become profitable. Since the decline in the price 
of the product will have put a stop to the further introduction of 
new low-cost plants, and since it will have taken some time to 
induce the old high-cost concerns to sell out, the odds are that 
before long prices do begin to rise, because the normal increase in 
consumption is catching up the excess capacity. In due course 
prices rise to a level at which the decapitalised concerns reap 
profits such as enable them to finance the physical reconstruction 
of their plants either themselves or by obtaining capital from the 
public. Provided that entirely new^ capacity is not added in 
excess of the requirements of demand, equilibrium becomes 
re-established, the old high-cost concerns have reduced their 
costs to the level of the old low-cost concerns, and even lower 
still, because they will have been able to take advantage of still 
later improvements in technique. Then in due course the cycle 
will begin again. Thus in all cases w here modernisation of existing 
capacity is a reasonable financial proposition — which is true to a 
very considerable extent of most manufacturing concerns — the 
firms do not disappear, nor is much plant closed down, but the 
result is merely decapitalisation, which paves the way for 
modernisation. Where, however, modernisation is not a reasonable 
proposition — ^for example, a mine approaching exhaustion — that 
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mine will be closed, as witness the innumerable abandoned mines 
in Cornwall or in the copper regions of the U.S.A. Similarly, 
where the advance in technique takes the form of the opening-up 
of new fertile land with w'hich older farms or plantations cannot 
compete because the natural fertility of their soil has not been 
renewed, or because their soil or situation never was so suitable, 
these older plantations will be abandoned, though if demand is 
increasing rapidly, and if new capital is not cheap, the process 
may be very gradual. On the other hand, if the conditions are 
reversed, and if, as well as the opening up of new territories, 
rapid progress is being made in the technique of cultivation, in 
planting material, etc., the development of a substantial excess 
capacity may be rapid. Until recent years, at any rate, the former 
set of conditions may perhaps be said to have characterised many 
agricultural industries, and hence the fact that though there have 
been severe crises due mainly to this cause, these crises have not 
resulted in the abandonment of planted areas on any conspicuous 
scale. What has not happened in the past is no guide to what 
may happen under different conditions in the future, but, on the 
other hand, the advance in technique may be of such a kind as to 
enlarge the range of possible modernisation. 

Under laissez-faire, therefore, the obsolete excess capacity is 
first of all decapitalised : this paves the way for modernisation, 
but if that is even then an uneconomical proposition, the excess 
capacity will eventually be closed down. These processes of 
decapitalisation and closing-down are unpleasant and costly, but 
it is extremely unlikely that this price of progress can be reduced 
by any restriction scheme or other control by the producers. 
Assume that output is restricted to such an extent as will enable 
the highest-cost producers to make ends meet on the basis of their 
restricted production. The new low-cost concerns will still find 
this a reasonably profitable level, and, in so far as their finances 
permit, they will probably continue to expand their capacity. 
If they do not do so, and assuming that any addition whatever 
to capacity is prevented, the normal increase in demand will in 
due course enable the restriction of output to be relaxed and 
ultimately equilibrium will be re-established, prices will be what 
they were before, and control will be removed. But during this 
passage of time, technical progress will have continued, and it 
will now be more profitable than ever to instal new capacity. 
If for any reason the introduction of new capacity takes place 
slowly, or if there is an unexpected increase in demand, it may be 
that demand will outrun the existing capacity, and prices will 
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rise sharply. If this happens, the existing high-cost producers 
may make enough profits to modernise their plant if it is capable 
of modernisation, or be able to borrow sufficient new capital for 
the purpose. This is the one and only j ustification of a restriction 
scheme under the conditions now being discussed ; it may enable 
the marginal producers to obtain the finance necessary for 
modernisation, when under laissez-faire they would be unable to do 
so without undergoing the process of decapitalisation. But the 
probability of this is not very great. These high-cost concerns 
will not have made adequate profits during the restriction period, 
and the shareholders will be clamouring for a large share of any 
profits which may be made in any succeeding boom : the chances 
of the company being able itself to finance the reconstruction are 
therefore remote. If, alternatively, it trios to borrow' new capital, 
its record during restriction will have been bad from the investor’s 
point of view, and it will necessarily have to carry as dead 
weight a large part of its existing capital : it will in fact, have 
to hoodwink the public into overlooking the fact that it will be 
over-capitalised. Finally, being over-capitalised, its chances of 
a really successful career in the future are obviously not bright. 
Where a concern has not made sufficient aliow'ance for obso- 
lescence, the process of decapitalisation is virtually inevitable, 
and it might as w'ell be sooner as later. 

Thus under the most favourable conditions, the benefits of 
i*estriction are extremely doubtful, and depend very largely on 
chance. In actual practice such conditions are most unlikely to 
be fulfilled. It is obviously extremely difficult to prevent some 
addition to capacity, for usually there will be some outsiders 
who, being on full production, will be making gootl prolits, and 
who will be perfectly safe in expanding capacity provided it is of 
the most up-to-date character. It is also very difficult to prevent 
the advent of new' producers, especially if the capital required 
can be obtained without recour.se to the investing public — for 
example, native rubber planting, or sugar-cane growing by small 
farmers. It may, indeed, be very difficult to prevent expansion 
by the low-cost producers, who, having been cajoled or bullied 
into the restriction scheme, have little fiiith in its merits and are 
therefore inclined to make preparations against the probable 
time of its removal. Finally, experience show's that once a 
restriction scheme is firmly established, the temptation to raise 
prices so as to give the high-cost concerns some profit i.s very 
great. Since output is restricted, costs are increased, and 
merely to enable them to make ends meet, prices must be raised 
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above the level of marginal costa (exclusive of profit) : usually 
costs mount more than proportionately with every further turn 
of the resti iction screw, and the higher prices are raised, the more 
difficult it becomes to prevent the establishment of new capacity. 
Restriction, if successful, is in practice a slippery slope. 

The low-cost producers have obviously nothing to gain from 
a restriction sclieme, unless tliey happen to want a little breathing 
space to perfect their organisation or to bring newly established 
capacity into production. In the case of mining, the exhaustion 
of irreplaceable resources at prices which give an inadequate 
profit may seem an argument in favour of restriction on their 
part, but the odds arc that restriction merely means a postpone- 
ment : the high-cost producers have got to undergo the process 
of decapitalisation or closing down sooner or later, and they will 
not submit without a struggle. Moreover, the low-cost concerns 
have to bear in mind that as each year passes even their plant is 
becoming obsolete. 

From the consumer’s point of view, a restriction scheme in 
the circumstances now under consideration has nothing to 
commend it ; it is, in fact, a sacrifice of the consumer’s interests 
now and in the future to the vested interests of the high-cost 
producers. The argument is often brought forward by producers 
that the consumer may lose now by restriction, but will ultimately 
gain, because capacity is thus kept in existence against the day 
when it will be wanted, whereas without restriction it would 
disappear and the low prices of to-day would be at least balanced, 
if not outweighed, by famine prices in the future. But this is a 
very specious argument. Before capacity goes out of existence 
the process of decapitalisation takes place, and this greatly 
strengthens and prolongs its hold on life : if in the end it does 
disappear, the odds are that the amount of lower cost capacity 
has become adequate, and that the consumer need not regret its 
passing. From the consumer’s point of view, the essential thing 
is to hasten the introduction of low-cost capacity, and thus 
obtain the benefits of the progress of productive technique : 
restriction has obviously the reverse effect. This is subject to 
qualification in the case of minerals the supply of which is believed 
to be very limited; but otherwise the consumer has everything 
to lose by restriction when excess capacity has developed under 
conditions of a rapidly advancing technique of production. 
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B. Where the excess supply is due to a temporary increase in output 
from a normally sufficient capacity, demand being normal. 

While the plirasing of the above conditions is purposely 
general, so as to include mining, which may be influenced by an 
excess or deficiency of water supplies, etc., for practical purposes 
the reference is only to abnormal crop yields due to specially 
favourable weather. There is therefore an implication that the 
temporary increase will be balanced sooner or later by a short 
yield, and the fundamental argument tor some measure of 
artificial control rests on this implication : in other words, that 
instead of very low pricas for a bumper croj), followed by very 
high prices for a short crop, it is in the interests of both producers 
and consumers to average out supplies and prices. This can 
obviously be accomplished only by holding the excess supply as 
a reserve stock until the short crop eventuates. If this task is 
left to merchants and speculators, they will naturally endeavour 
to buy as cheaply as possible, and thus producers will obtain only 
very low prices for the bumper crop, and only average prices for 
the easuing short crop, since the merchants will make good the 
deficiency from their reserve stocks. Hence it is argued that 
producers would do better to perform the task themselves, and 
that collectively they should be able to obtain the necessary 
finance more cheaply than individual merchants and speculators : 
thus they should reap not only the profits made by the merchants, 
but even greater profits. Moreover, it may be doubted whether 
merchants will really j)crform the task in full, for, as Mr. J. M. 
Keynes has pointed out, the present economic system abhors the 
holding of reserve stocks : the merchants will not wait any 
considerable time for the short crop to eventuate, and unless it 
follows quickly, they will gradually unload, vith the result that 
each year there is an excess of supplies, and producers obtain 
lower prices in consequence. If this happens, admittedly pro- 
ducers will get high prices for the short crop when it arrives, but 
they will have lost not only by the low price of the bumper crop, 
but also by depressed prices for the normal crops which intervene 
before the short crop. 

The need for producers themselves to hold the excess supply 
does not seem to have been felt in most cases until recent years, 
nor, indeed, the need for anyone to do so on a grand scale. The 
need has arisen with the increasing specialisation of production 
and its accompaniment of an extremely complicated system of 
marketing and distribution. When producers were in more 
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direct touch with consumers, price concessions by the former 
reached the consumer more or less in their entirety, and unless 
the consumer’s demand for the product was extremely inelastic, 
the low price meant a considerable extension of demand: the 
excess su 2 )plios therefore passed into actual consumption. The 
producers might lose licavily in the bumper season, but any 
accumulation of stocks was thus avoided, and they were 
able to make good their loss when the short croj) eventuated. 
But in recent times the costa of marketing and distribution — 
including perhaps some processing, etc. — have become very 
large compared to the costs of production itself, and since these 
charges are more or less constant, irrespective of the volume 
handled, it follows that a large percentage reduction in the 
producer's price means a very much smaller percentage reduction 
in the final price at which the actual consumer bu 3 ^s. If the 
normal cost of production represents one-third of the normal 
final price to the consumer, a 50 per cent, reduction of the pro- 
ducer’s price means less thj\n 17 per cent, reduction in the con- 
sumer’s price : in actual practice the consumer will probably 
be lucky if he gets a 5 per cent, reduction, at any rate within a 
reasonably short period, owing to the friction of this modern 
marketing machinery. Hence to-day the producei*s of some 
commodities might literally give away a crop, say, 20 per cent, 
above normal, and yet the consumer’s demand would not bo 
extended by 20 per cent. Our modern sy.stom of specialised 
production has at least one great drawback— namel 3 ^ that it is 
extremely difllicult to clear a glut. 

The holding of surplus supj)lie.s. <luc to bumper crops, has 
therefore become an almost unavoidable jiccessity, and the ta.sk 
is being virtually forced on producers, bcxrauso from tiicir point 
of view merchants and speeuIator.s will undertake it only on very 
expensive terms, and even then in all probability they will not 
discharge it pro])erh’', i.e. they will not hold the surplus of the 
bumper crop if the short crop is long delayed. At first sight this 
evening-out of supplies seems the only rational procedure, both 
from the point of view of producers and consumers, but it must 
be realised that the operation involves additional costs, which 
must be paid by one party or the other. Now the consumer 
will not pay these costs in enhanced prices unless the available 
supplies are insufficient to satisfy his demand : in other words, 
if the consumer is to pay, the short crop must be short by the 
excess of the bumper crop, and, in addition, by an amount 
sufficient to enable prices to be raised to recoup the coats of the 
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stock-holding. In the long run crops must average out, and 
therefore producers must cither gamble on the short run or 
reconcile themselves to bearing the costs of their self-imposed 
task. Human nature being what it is, they will almost certainly 
choose the former, and trust to the probability of a sufficiently 
short crop in the near future. Their best chance is to wait for 
such a short crop, and then recoup their whole costs in a lump. 
But it is extremely unlikely that they will be able to obtain the 
necessary finance on compound-interest terms, w'hich, if the 
stocks have to be held for an appreciable time, are in any case of a 
fairly terrifying nature. In practice, they will almost certainly 
try to add the interest charge to the price during the intervening 
normal years, and their only moans of doing so is by holding 
back supplies. Each year that passes will therefore see an 
addition to the reserve stocks, and the short crop must be suffici- 
ently short to enable these additional stocks to bo liquidated as 
well as the original excess of the bumper crop. But this addition 
of the interest charge to normal prices not only involves the 
holding of additional stocks, but will also stimulate the intro- 
duction of new capacity in excess of that required to meet any 
expansion of demand. With normal prices, the advance of 
productive technique tends to the creation of new capacity, and 
with prices above normal, there is a further stimulus. If pro- 
ductive technique is improving rapidly and if the period of 
gestation is not very prolonged, there may bo a substantial 
addition to capacity w hile the stocks are being held, and therefore 
the really short crop may never materialise, any short yield from 
the old capacity being offset by the yield of the new' capacity. 
When this happens, eonditions change to those of excess ca[)acity 
such as have been already discussed, but greatly complicated by 
the presence of large reserve stocks. 

If therefore producers decide to gamble on the short run, they 
will in all probability fail unless they can prevent the addition 
ot any new capacity at any rate in excess of what is necessary 
to meet the iiornml increase in demand. If demand is trending 
upwards, and if they can prevent any addition to capacity 
whatever, the disposal of their reserve stocks obviously becomes 
much simpler and more certain. But control of production to this 
extent is virtually impossible wdth agricultural crops, while 
from the consumer’s point of view the benefits of price stabilisa- 
tion would be speedily outw'cigbed by such an obstruction to the 
progress of productive technique. Such considerations, how^ever, 
are really beside the point, for the producers obviously ought not to 
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enter upon a gamble where ultimate failure is inevitable : they 
must, in fact, reconcile themselves to bearing the costs of the 
stock-holding, and the only question is whether they will lose 
loss in this way than by allowing matters to take their course. 
The answer will depend on the conditions in each particular 
case, but in view of the enormous difficulties of disposing of a 
bumper crop under modern conditions of specialised production, 
and the consequent heavy costs of marketing and distribution, 
it is quite likely that in many cases producers will be well advised 
to attempt some control of stocks. The great danger is that they 
will bo tempted to gamble on the chances of the short run. 
Ultimately, of course, the costs or losses involved in these bumper 
crops are passed on to the consumer, whatever happens, because 
producers will take account of the prospects of such costs or losses 
in making tlieir decision to continue or to undertake the pro- 
duction of the commodity. But this adjustment is a very long- 
period adjustment, and producers will not, of course, in practice 
derive much comfort therefrom. Nevertheless, any attempt to 
make the consumer pay in the short run is an extremely dangerous 
undertaking. 

C. Where the excess supply is due to a tcviporary decline in demand^ 
productive capacity and its output being normal. 

Here the assumption is that the same capacity will very 
shortly be again required, and a measure of control is needed to 
preserve the existing capacity intact, since otherwise there would 
be much economic waste involved in the disappearance of some 
existing capacity and th^ construction of new capacity within a 
short period to take its place. Without control the consumer 
would gain by very low prices until some capacity had ceased 
production, but when demand revived, supplies would bo short 
and prices exorbitantly high until the new cajmeity was actually 
producing. The longer the period of gestation, the stronger is 
the argument for control from the consumer’s point of view. 

The phrase “ a temporary decline in demand ” requires, 
however, further definition. It may mean merely a temporary 
decline in the purchases of merchants and middlemen from 
producers, actual physical consumption remaining normal, or it 
may mean a temporary decline in the demand by actual consumers, 
i.e. a temporary reduction of actual physical consumption. These 
are two very different things, and require separate consideration. 

Uneven buying is a common feature of many primary markets 
for raw materials. Merchants and manufacturers buy freely 
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on a rising market, and when they have bought to the limit of 
their available credit, bu3dng fades away to nothing, and since 
some producers before long require to convert their produce into 
cash, being unwilling to run the risks of stock-holding or unable 
to obtain the necessary finance, prices begin to decline. Once 
started, the fall in prices may go a long way, for merchants and 
manufacturers will not replenish their stocks and will be content 
to buy only from hand to mouth. The market becomes entirely 
a buyers’ market, and weak selling by individual producers sends 
matters from bad to worse. The proper remedy for such diffi- 
culties is the establishment of a centralised marketing organisation 
or single selling agency. The special function of such an organisa- 
tion is to prevent weak selling. While a single selling agency 
can do much to oven out buying without causing producers to 
run short of cash, e.g, by offering forward sales at very attractive 
prices, etc., it can do a great deal more if it is able to finance the 
holding of stocks by producers even for short periods. There is, 
however, a drawback to such stock-holding, which in certain 
circumstances may be serious. Such stock-holding gives a certain 
monopolistic control over price in the short period, and the 
result is that merchants and speculators wiU be frightened to 
carry stocks, and the single seller may find its commitments 
larger than is deemed desirable, with consequently increased 
difficulties in respect of finance. The temptation to hold stocks 
not as a last resource and to the smallest possible extent, but as 
a weapon of offence wliich will secure monopolistic control of 
prices, must also bo resisted. The function of centralised market- 
ing is not to obtain additional x>rofits for x)roduccrs,but to minimise 
the loss caused by the weak selling of individuals when the i)rimary 
demand is irregular. It is a limited but most valuable function, 
and provided it is not pressed bc\^ond these limits, and so long as 
any stock-holding is undertaken with the utmost circumspection 
and duo regard to its necessity, centralised marketing has every- 
thing to commend it. 

A temporary decline in actual consumption presents entirely 
different problems. It is usually the result of general trade 
depression in the countries of largest consumption. Even if 
substantial price concessions by j)roducors result in a substantial 
lowering of prices to the actual consumer — ^which is unlikely to 
happen in many industries, for the reasons given in the previous 
section — it does not follow that there will be much extension of 
demand, for in periods of general trade depression demand 
often becomes extremely inelastic. If the decline in consumption 
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is such that the speculator will not carry stocks except at a price 
which means the decapitalisation or closing-down of a substantial 
capacity, there is admittedly a general case for artificial control, 
since it is certainly undesirable for such capacity to be lost when 
it will be very soon wanted again. If there is a prospect that 
when consumption revives it will not only return to normal, 
but also make up its accumulated deficiency, there is a general 
case for supposing that the best method of control will be to 
Jiold as stocks what cannot be sold at a price just high enough to 
prevent the closing-down of any capacity. But this is a risky 
policy, for no one can be sure that consumption will, so to speak, 
make up for lost time, and if it docs not, the liquidation of such 
stocks will keep prices depressed for perhaps a considerable 
period of time, since merchants will not trouble to replenish their 
stocks until producers’ stocks are exhausted. The existence of 
surplus stocks, which must be disposed of, and which are not 
being held firmly against an expected shortage, usually have a 
depressing effect on prices out of all proportion to their relation 
to the current rate of consumption. On the whole, restriction 
of production is usually the better policy, though much depends 
on the costs of stock-holding as compared with the increased costs 
of production of a restricted output in different industries. 

There is no theoretical objection to restriction in such 
circumstances, provided certain conditions are observed. In 
the first place, if the progress of productive technique has been 
rapid and if the period of gestation is longish, a certain amount 
of new capacity will be coming into production during the period 
of restriction. Equally if the period of gestation is short and 
the period of restriction extends beyond this period, it is con- 
ceivable that new capacity will be initiated and brought to the 
producing stage during the restriction. Any addition to capacity 
which will make the total capacity excessive in relation to the 
normal demand when that revives, must be prevented by the 
retirement of a corresponding amount of old capacity. Re- 
striction must not therefore raise the price so high as to keep in 
existence capacity which will never be wanted because it has 
become obsolete. The object of restriction should be to keep in 
existence only capacity which will be shortly required, and not 
to hinder the process of decapitalisation or closing down which 
the progress of productive technique requires. Secondly, pro- 
ducers must, in their own interests, resist the temptation to 
tighten restriction sufficiently for the high cost producers to make 
profits. This is something of a vicious circle, and is in any case 
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a most dangerous policy. It is a vicious circle because every 
increase in restriction means usually a more than proportionate 
increase in costs, and the increase in costs may easily necessitate 
still higher prices if profits are to be earned, with the result that 
restriction is tightened still further, costs are raised still higher, 
and so on in an endless chase. But it is also a dangerous policy, 
because at the least the price of the commodity must be raised 
not merely to something approaching the costs of production 
(excluding all profits) on a full normal output, but to something 
approaching those costs on tfie restricted output. This may 
well be to raise prices to something approaching the normal 
economic level (i.e. including profits), while if any attempt is 
made to raise prices to a level which will give even modest profits 
to the marginal concerns on the restricted output, the odds are 
that this is a highly remunerative price to any producer not 
bound by the restriction, especially if the progress of productive 
technique means that his costs will be lower than the normal 
costs of the present marginal firms. Moreover, the higher the 
price, the less the quantity demanded, and though demand is 
often inelastic in the depths of a trade depression, it probably 
becomes more than normally elastic as the depression passes and 
the revival begins. It is therefore essential, even from the 
producers* point of view, that restriction should not be applied 
to raise prices more than is necessary to enable the marginal 
firms to make ends meet with a struggle. The directors of a 
restriction scheme should err on the side of too little restriction : 
when capacity which is really going to be wanted is being 
decapitalised or closed down, then the restriction screw may be 
tightened slightly, but not before. Subject to these conditions, 
how^ever, a restriction scheme to meet a temporary decline in 
demand when there is no excess capacity encounters no general 
theoretical objection. In practice, however, it is very difficult 
to secure the fulfilment of these conditions. 

D. Where the excess supply is due to a pernianent decline in demand ^ 
productive capacity and its output being normal. 

Under such conditions, there is obviously no general case 
for restriction or stock-holding, w'hich forms of control would 
be applicable only in exceptional circumstances as auxiliary 
to some other form of control. This situation is so radically 
different from those already discussed that it will not be considered 
here. 
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Part II 

It is now proposed to comment very briefly on some recent 
attempts at artificial control of the supplies of certain raw 
materials. Selection has been made partly on grounds of in- 
trinsic interest and general importance, and partly so as to cover 
various types of extractive industries. 

1 . Copper, 

During the war the world’s production of copper vras rapidly 
expanded to meet the need for munitions, and the peak production 
of 1917 was not again required until 1927. The post-war 
depression of 1920-21 and the resulting sharp contraction in the 
demand for copper, were met by the pooling of surplus stocks in 
America under the control of an organisation known as the 
Copper Export Association, which obtained the necessary finance 
by the issue of bonds to the general public. Production under 
the control of these American producers was at the same time 
most drastically curtailed, and with the rapid revival in 1922 
and 1923 the surplus stocks were disposed of, and the restriction 
of production was gradually relaxed. Though the American 
producers undoubtedly shouldered most of the burden — for 
other producers hardly restricted their output at all — there can 
be little doubt that this control was well worth while from their 
point of view : under laissez-faire the accumulation of supplies 
before mines were forced to close would have been enormous, 
and with a demand obviously very inelastic prices would have 
fallen even far lower than they did before individual merchants 
and speculators could have been induced to carry stocks to the 
required extent. From the beginning of 1923 organised control 
of production and marketing virtually ceased, but most of the 
big groups of producers maintained some voluntary restriction. 
The general level of prices was between 13 and 16 cents, and this 
level was sufficient to stimulate a steady increase in output from 
Europe, Africa and Canada. But it was not a sufficiently high 
price to satisfy the higher cost producers in the U.S., or indeed 
U.S. producers in general, so long as they had to forgo full 
production. World consumption was steadily increasing, but 
the increase in production outside the U.S. was nearly sufficient 
to keep pace with it, and the high-cost U.S. mines could not face 
any considerably lower price level. For the last twenty years the 
improvement of productive technique has been proceeding at an 
accelerating pace, and, in addition, new low-cost sources of pro- 
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duction have been gradually developed. Many of the older 
mines in the U.S. were not worth the capital costs of modernisa- 
tion, and the big copper groups gradually began to realise that 
these properties would have to be written off. It was decided, 
however, to attempt to extract a little more profit before sub- 
mitting to the inevitable. There can be little doubt to-day 
that this was the object of an influential section of the membership 
of Copper Exporters Inc., which was established in 1926. The 
almost equally powerful remainder were honestly aiming at the 
adjustment of supply to demand so as to stabilise prices and 
eliminate speculation. Space forbids a detailed description, but 
eventually the high-price party got their chance, took charge of 
the organisation, and nailed the price at 18 cents, loudly calling 
for sufficient restriction to maintain it indefinitely. Even if the 
present world depression had not developed, it is tolerably certain 
that Copper Exporters would have had to forego such mono- 
polistic prices within a year or two. Many of the American 
members, especially the low-cost South American mines, had 
been improving and expanding their capacity, and were becoming 
more and more unwilling to submit to restriction. The few 
non-members of the combine were reaping fabulous fortunes, and 
the combine had never been able to force a real restriction on its 
foreign associates in Europe and Africa. The drop in price to 
11 cents was precipitated by the decline in demand, but it would 
have come about in due course as new low-cost capacity, armed 
with the latest advances of productive technique, was added to a 
total capacity which for the same reason was already excessive. 
The history of copper provides a very good general example of 
the general case discussed above in Part I A, and the futility 
of restriction under such conditions. 

2. Tin. 

The Bandoeng Agreement of 1920 for the pooling of surplus 
stocks in the East requires a detailed study such as is impossible 
here, but it may be remarked that such ci study provides a good 
illustration of the difficulties, referred to in Part I B, of dis- 
posing of really surplus stocks, and their depressing effect on 
prices even under conditions which were distinctly favourable. 
Coming to more recent events, the excess supplies which had 
become so considerable by midsummer 1929 were due to an 
excessive expansion of capacity resulting from the j^rice boom of 
1926-27 : little fault can be found with consumption until the 
onset of the present world depression. But it is difficult to 
No. 159. — VOL. XL. 
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maintain that any considerable part of the recent additions to 
capacity is unjustified, in the sense that it ought not to have 
come into existence, and would not have done so but for the 
blind optimism of the entrepreneur function. Admittedly a 
few of the new concerns were foisted on a gullible public, and a 
good deal of existing capacity changed hands at inflated prices, 
but that is beside the point. The bulk of the new capacity is 
low-cost capacity embodying the latest advances of productive 
technique. In Malaya the dredge of 1928 design is vastly more 
efficient than the dredge of even, say, five years previously. The 
costs of Chinese producers have been cut almost in half by the 
introduction of the oil engine and improved gravel pumps, and it 
must be remembered that the Chinese output has greatly in- 
creased even if the European output has increased still faster. In 
Nigeria costs have undoubtedly been greatly reduced, and though 
probably still higher than would justify the expansion which has 
taken place, Nigeria must be regarded as an infant industry, 
building for the future. Of Bolivia it is difficult to speak, but 
she has certainly benefited, more perhaps than Malayan producers, 
by the improvements of smelting technique. There can, in fact, 
be no doubt of the nature of the excess capacity, and therefore 
of the potential dangers of restriction. During the last nine 
months, consumption has temporarily declined, owing to the 
world trade depression, and if there was no such excess capacity, 
a restriction .scheme might well be justified. Restriction may be 
desirable, even as things are, but it must take account of the 
excess capacity. If the high-cost concerns per.suadc the low- 
cost concerns to join a restriction scheme, they will want sufficient 
restriction to preserve their existence, and the idtimate interest 
of the low-cost concerns is that they should cea.so to exist. Con- 
versely, if a restriction scheme of a proper kind is proposed, the 
high-cost producers will stay outside, and with no restrictions on 
their output they may prc.serve their existence for a long time at 
the expense of the restrictionists. The desirability of restriction 
from the low-co.st producers’ view largely depends, however, on 
a further factor — namely, the exhaustion of their ore reserves at 
relatively unprofitable prices. From the consumer’s point of 
view, the importance of this factor ultimately depends on the 
question whether the supply of tin ore in the world is really 
limited, as compared with the probable requirements of consump- 
tion. Those who believe that this is the case may be justified in 
advocating restriction despite all dangers and difficulties, but 
those who scout such an idea may well feel that it will be time 
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enough to consider restriction measures when a substantial 
number of high-*cost producers have been eliminated. 

3, Coffee. 

Brazil’s coffee valorisation schemes during the last twenty- 
five years furnish a detailed illustration of the discussion under 
condition B in Fart I : indeed, it must he confessed that that dis- 
cussion is largely a generalisation of Brazil’s experience. The 
equalisation of supplies in the case of Brazilian coffee is both 
specially necessary and less difficult and dangerous than with 
most crops. It is specially necessary because the demand for 
coffee is normally rather inelastic, and because the price of green 
coffee forms but a small part of the price of the finished article as 
purchased by the consumer, while the bumper crops are enormous 
and the short crops arc very small. It is less difficult and 
dangerous because of the physical fact that a bumper crop 
exhausts the strength of the trees, and therefore the following 
crop is normally very short, and the next one or two crops are 
likely to be below normal : the effects of the bumper crop are, 
however, greatly influenced by weather conditions. Finally, 
coffee does not deteriorate, if stored under proper conditions, so 
rapidly as most commodities. Under laissez-faire merchants 
and speculators would carry the huge excess supply of a bumper 
crop only if they could buy at extremely low prices, and Brazil 
had the mortification of seeing these surplus stocks sold at 
enormously profitable prices, perhaps only a twelve month later : 
at the same time, the price wliich they received for the short crop 
was perhaps little above normal. In all the circumstances 
it is little wonder that the first large-scale attempts at reserve 
stock-holding by producers were undertaken by Brazil. But 
naturally attempts are always made to make the consumer pay 
the costs of storage : in other words, Brazil has always been 
gambling on the short run. In the 1907 valorisation Brazil 
probably came out with a small net gain, though some authorities 
would deny this. The 1917 v^alorisation, aided by a great frost, 
was undoubtedly most profitable,^ and confirmed Brazils faith 
in the superiority of artificial control. Eventually permanent 
control was established in 1924, and supplies were rigidly with- 
held so as to maintain prices at a level wbich would reimburse 
producers for the extra expense involved in financing the coffee 

^ In this COSO thoro was a tonipornry declint^ in demand owinjr to tho effewte 
of the Groat War, as well as excess supplies from abiiorinaily largo crops. It is 
impoMible, however, to go into details here. 


F.K 2 
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held in reserve storage. But no steps were taken to prevent 
additional planting within Brazil : the rivalry of the other states 
with Sao Paulo, and political considerations made this impossible. 
Rich fertile land wdthin Brazil on which the costs of production 
are infinitely lower than on the older plantations, began to be 
opened up at an even greater rate than it W'ould have been at a 
normal price level, while other coffee-producing countries found 
the price-level sufficiently attractive to double their production. 
Hence stocks in Brazil steadily piled up, and with tlie new plan- 
tations coming into bearing the chances of a really small crop 
became yearly more remote. The problem of the equalisation 
of supplies has now become largely over-shadowed by the problem 
of excess producing capacity both in the world as a whole and 
in Brazil. The halving of prices last October, and the new regula- 
tions as to stock-holding, merely mark the beginning of a new 
epoch, in which the Institute will have to play its cards extremely 
carefully if it is not to prolong Brazil’s cagony. At the same time, 
the removal of all artificial control w'ould be almost unthinkable ; 
artificial control has got Brazil into the mess, and artificial control 
of some kind must get Brazil out again. But the lesson of Brazil’s 
experiments is not that the equalisation of supplies by producers 
is economically unsound, but that producers must not seek by 
gambling on the short run to make the consumer pay the costs 
of the process. 

4. Sugar in Cuba and Java, 

The various attempts at artificial control in Cuba during 
the last five years are so complicated by national, racial, political, 
personal and other similar factors — as, indeed, is the world 
sugar situation — that it is extremely difficult to make summary 
generalisations. It may, however, be pointed out that in Cuba 
the problem of excess capacity has been greatly complicated by 
the rapid improvements in the technique of production, including 
the recent development of new rich fertile lands. Restriction in 
Cuba 'was as much the defence of the high-cost against the low- 
cost producers wdthin the island as it was the defence of the 
Cuban industry against the unexpectedly rapid recovery of 
European beet-sugar and the results of tariff protection in the 
U.S.A. and other countries. Restriction was abandoned not 
because it had, in fact, stimulated the addition of new capacity 
in other countries, but because the low-cost producers in Cuba, 
in their desire to regain freedom, succeeded in persuading the 
Cuban Government that this was the result, and at the same time 
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they revolted. The subsequent experiment with a co-operative 
single selling agency was ruined by personal factors, and the 
inability of Cuba to finance even the most modest stock-holding. 
Given a fair chance, it would probably have been of the greatest 
utility, especially in the darkness of the present time, when a 
comparatively small quantity of temporarily surplus sugar is 
depressing prices out of all proportion. But this is not to say 
that that or any other form of control would have avoided the 
crushing-out of an appreciable amount of high-cost capacity. 
This had to happen, and since the attempts at artificial control 
have been entirely directed to its prevention (for national reasons 
chiefly in order to prevent the complete dominance of American 
capital), these attempts merely postponed, and thereby have 
probably aggravated, the process. 

A brief note may be added concerning the sugar industry of 
Java, which affords many excellent illustrations of various matters 
discussed in Part I. The Java Sugar Producers Association 
shows the value of a strong centralised marketing agency in a 
market notorious for the uneven volume of its buying even in 
ordinary times. On the other hand, the events of the last three 
years illustrate its limitations, and the difficulties which arise if 
it is pressed to exceed them, oven when no real obstacles arise in 
connection with the financing of stocks. The experience of these 
same 3 ^ears also show's what great difficulties may be occasioned 
to producers by a really rapid and sudden advance in the technique 
of production. Cane variety P.O.J. 2878 has been by no means an 
unmixod blessing to Java. 

5. Rubber, 

The restriction scheme of 1922 was designed to meet the 
temporary decline in consumption occasioned by the post-war 
world depression. There was certainly no more excess capacity, 
either already in production or still to reach the jirodiicing stage, 
than would in all probability be required within the six to seven 
years which constitutes the gestation period in this industry. 
Equally, the technique of production was not making any rapid 
advance. Since it is unquestionably better to keep rubber in 
the trees rather than to hold stocks in warehouses, restriction was 
a perfectly sound policy. Actually by the time the scheme w’as 
put into operation demand had begun to revive, and it is question- 
able wdiether any restriction w'as really nccessuiy. Apart from 
this, the only serious criticism which can be made, is that the 
pivotal price was fixed somewhat too high : a price of fifteen pence 
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was more than sufficient to enable the marginal producers to make 
ends meet even on a moderately restricted output, and this price 
undoubtedly stimulated a good deal of native planting in the 
Dutch East Indies during 1923-24, while it may well have hindered 
the revival of consumption. In practice, the scheme proved to 
be insufficiently elastic, especially in view of the rather abnormal 
conditions then ruling in the United States motor tyre industry, 
and it may be urged that more ought to have been done by way 
of enlisting the co-operation of consumers, though this was 
difficult in the face of what they considered an unreasonably 
high pivotal price. But undoubtedly the extreme rise in price 
could have been largely prevented if there had been the will to do 
so. From 1925 onwards the history of the scheme merely becomes 
the history of a very foolish and misguided attempt at mono- 
polistic exploitation. 

The situation which was developing during the spring and 
summer of 1929 was of an entirely difleront character. Con- 
sumption was exceeding all expectations, but this was being 
outbalanced by an unexpectedly large increase in the output of 
Malaya and Ceylon. At first this was attributed to flush 
production as the result of the enforced resting of trees during 
restriction, but as month after month passed without the expected 
reduction in shipments, it became clear that the normal yield had 
greatly increased. It is impossible to examine hero the causes of 
this increased normal yield on estates, or to assess the extent to 
which the even greater increase in the yield of native small- 
holdings is duo to over-tapping. In view of the rapid increase in 
consumption, however, it would have been very difficult to justify 
any measure of restriction. On the basis of the new normal 
yield, it is not far off the mark to say that any estate which 
cannot make ends meet at a price of seven pence is obsolete. 
There seems to be an unwillingness on the part of producers to 
recognise that the progress of productive technique has enormously 
reduced costs : Mincing Lane still seems to think of eighteen 
pence as “ the economic price.’’ If consumption had continued 
its expansion, the increased production would very shortly have 
been required. The Wall Street crash and the rapid onset of the 
present world depression have, however, come at a very awkward 
time for the rubber industry. The decline in consumption has 
completely altered the position, and some more effective measure 
of restriction than the May stoppage may bo desirable unless 
consumption rapidly recovers. Restriction does not perhaps yet 
encounter the objections and the difficulties which are involved 
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by a rapid advance in the technique of production, but this will 
very shortly cease to be true, and restrictionists will do well to 
remember that the rubber industry is on the threshold of far- 
reaching technical developments, which will necessitate the 
abandonment or modernisation of almost all existing estates 
within the next generation, unless demand increases beyond the 
wildest expectations. A little decapitalisation may not be 
altogether undesirable as a preparation for the future. 

J. W. F. Rowe 



SOME ECONOillC AND SOCIAL CONSEQUENCES OF 
RUSSIAN COMMUNISM 1 

Has Soviet Russia actually contributed anything to the sum 
total of human experience in an economic and social sense? 
Every one knows that there has never been an economic and 
social experiment on a scale to compare with it. It is true that 
the Ercnch Revolution, for its time, might bo compared in 
importance to the Riissiaii Revolution, which involves the lives 
of one hundred and fifty millions of people and one sixth of the 
world’s land surface. But the French Revolution did not by 
any means introduce such new and untried economic institutions 
and processes as has the Russian Revolution. The Russian 
Revolution has tried to destroy Heaven and create a new Earth 
without any ])revious pattern upon which to work. All the 
world knows what the l^cvolution has cost Russia in terms of 
human blood, sacrifice and suffering. The shedding of blood, 
the sacrifice and the suffering continue. Do the experiments 
with economic and social institutions give promise of any results 
which may compensate the Ru.ssian people for what they have 
suffered ? 

Following the great famine of 1021 and the introduction of 
the New Economic Policy, it was the usual thing to say that 
Communism had failed, and that Russia might bo expected to 
revert, either through a violent overturn of the Soviet Power or 
through a gradual evolution, to a capitalistic system on the 
model of the Western world. According to this interpretation 
of events, the Russian Revolution was practically a duplication, 
at a different time and place, of the French Revolution. This 
interpretation was a plausible one, since the concessions which 
had to be made to the peasantry at the time of the New Economic 
Policy certainly appeared to foreshadow the development of a 
system of peasant proprietorship such as has furnished the solid 
support for conservative Capitalism throughout Europe. The 
ro-establishment of private trade, the granting of concessions to 
foreign capitalists, the stabilisation of the currency on a so-called 

‘ Tho matorial upon which this article is based was obtained while the writer 
was in tho Soviet Union as a Fellow of the Social Science Research Council of the 
United States. 
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gold basis, the creation of a differential wage-scale graduated 
according to skill, training and responsibility, all seemed to 
presage the inevitable recrudescence of Capitalism. This belief 
in the eclipse of Socialism has been fortified by Trotsky’s legend 
of the Russian Thermidor. In spite of the events of the past 
year, Trotsky still visualises the events which led up to his defeat 
by Stalin as the triumph of the Thermidorean Reaction. In so 
doing, Trotsky ignores not merely recent events in Russia,^ but 
also the fact that Stalin won his battle against him largely by 
impugning the reality of Trotsky’s Leftism. These circum- 
stances account for the failure to recognise the fact that the 
Russian Revolution no longer shows any signs of following the 
course of events which characterised the French Revolution. 

In terms of present human well-being it would, no doubt, 
have been better for the generation of the Russian people who 
witnessed tlie Revolution, if events had followed the familiar 
historical pattern, and if the experiment with Socialism had been 
finally abandoned as abortive at the time of the New Economic 
Policy. The benefits which will accrue to the Russian people 
during the next decade, even if the grandiose plans of the Party 
are realised, can hardly compensate for objective and subjective 
conditions of life, more terrible than anything since the days of 
Ivan the Terrible or the Tartar raids, which the population have 
suffered since the great October days. 

It has been the unhappy lot of the present generation in 
Russia to serve as laboratory specimens in the most elaborate of 
social and economic experiments. Has this experiment in vivi- 
section been entirely barren of results ? Or is it possible that out 
of this experiment tliere will develop knowledge which can bo of 
service to the rest of the w^orld and to future generations of the 
Russian people ? 

If one surveys tho Soviet system in the broadest sense, the 
most significant thing is that it is a Socialistic system w'hich is 
operating with a degree of efficiency great enough to indicate its 
ability to survive. It can claim to be » truly Socialistic system 
in that tho sphere of private property has all but been abolished. 
Private property in tho means of production and exchange has 
either been completely abolished or is in the process of abolition. 
Private property in tho means of consumption has begun to bo 
abolished as tho plans for public dining-halls and communal 
apartment houses are being put into execution. Within the 

• See the writer’s article on “ The Fate of the New Economic Policy.” 
Economic Journal. Vol. XL, Juno^l930. 
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small sphere which has been left to private property, property 
rights have no protection against arbitrary limitation or destruc- 
tion. Even the most personal property is liable to confiscation 
for communal use without previous notic^e.^ The Soviet system 
can claim to bo a Socialistic system in that the processes of 
j)roduction and exchange are carried on almost exclusively by 
organs of tlie State. The system can claim to bo Socialistic 
because its economic processes are not carried on for profit. 

The experiment in the Soviet Union has definitely proved 
that a Socialistic economic system can survive find carry on at 
least the essential functions necessar\'^ for survival. Whether 
such a system is superior in productive efliciency to the Capital- 
istic economic system is quite another matter. Whether it is 
superior to the Ca|)italistic sy.stem in terms of human well-being 
is still a different matter. For the first decade after the October 
Revolution, the Soviet economic system could only demonstrate 
its fibility to repair and to put into operation th(j machinery of 
production which was inhcritc'd from '^I'sarist Capitalism. Even 
i)\ the end of the first decade, such additions to capital equipment 
as had been made were not adequate to restore the industrial 
equi])ment of the country to the rather low level of efficiency 
which characterised pre- Revolutionary Russia. Nevertheless, 
even during this first decade tlie ability of a Soeialistie economy 
to ‘‘ carry on somehow was demonstrated. Whfit was not 
demonstrated was the aliility of a Socialistic economy to create 
and to expand its own capital equipment. 

Ft has long been recognised that the problem of how to induce 
enough saving to maintain and expand caj)itfil cquijmient would 
be one of the most difficult problems which w'oiild face a Socifil- 
istic regime. It was assumed that a Socialistic system would also 

^ Tho laFul. liousof?, {iniinals, tools, Jiousohold funiitiiro anrl evon Uio clothing 
of tho kulaki wero oonfiscatcfl following tho aniiouiicoinont by Stalin of tho 
policy of tho *■ Jjquiflation of tho htl<tki as ii rlasa " in Doconiher 11129. Tlio 
proooss of expropriation of the kufakl began early in January, altlumgh tho doereo 
of tho Central Kxocutivo Conirnitteo niul of thci Conneil of Heoplo'ft Comnussars 
of tho Union legalising those cxjjropriations was not issued until Fob. 1, 1930. 
Tlic Ncpnicn in Moseow were stripped of all their possessions, when tlio Moseow' 
(Vjininitti'e c)f tho Party, earriofl away by entbusinsrn, deehled to extend the 
poliey of tho. “ liquidation of tho kulaki as a «’lass ” to the Nepinen. Tn spite of 
the fact that no doereo was over Lssuod which legalised thoso coiifiseationB, and 
in s[)ito of tho fact that Stalin repiuliated tho action of tho Mofl».*ow' committee 
and forced it to issue a retraction of its aniioimeoniont of “ liquidation,” tho 
Noprnon did not receivo back tho property wdiieh had boon taken from thorn. 

* It in truo that Soviet industries are expected to show a profit, if possible, 
but this jiTofit does not acF-ruo to individuals, nor, except to a very limited extent, 
even to tlio w'orkera who eomposo tho industry. Instead, these profits are used as 
on© .soureo of capital saving to permit the expansion of capital cquipinenti 
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bo a democratic system. The distribution of income in a 
Socialistic state would therefore depend upon the expressed will 
of the majority, according to this hypothesis. Since the pain- 
fulncss of saving is in inverse ratio to the size of tlio income, it was 
argued that it would })c much more painful for multitudes of 
persons with small incomes to save than it is under a Capitalistic 
system, where a large portion of the total national income is 
saved by persons whose income is so large that saving entails 
little or no pain. This contention certainly has some validity, 
since it is not necessary to state it in such hedonistic terms. The 
record of capital investment in the Soviet Union for the last 
couple of years has proved that expansion of capital equipment 
can take place within a Socialistic economy. Seldom has so large 
a i^roportion of a nation’s income been saved and devoted to 
ca])ital construction. It is possible that in time of war a larger 
proportion of national income may, in some countries, have been 
withheld from consumptive uses and devoted to war expenses. 
But rarely has a larger jiroportion been both saved and invested 
in concrete ca})ital goods. ^ This saving is all the more impressive 
when the very low standard of living is considered. 

It may be possible that this social saving could not have taken 
place under a democratic Socialistic system. Uertainly nothing 
like the amount of social saving which has taken place in the 
Soviet Union during the last three years could have taken place 
if the Soviet system had been a democratic one. Only a despot- 
ism could have made possible the ex])ort of butter, eggs, honey, 
flour and otlu'r food products and their sale on the foreign market 

* Tlio clafil on ('nj)ital invostrnent whirli nrv publishotl n))ron<l by various 
organs of tho Soviet (^overnmont aro usually somewhat inflated. In some 
iiistaiu-es items of nirreut expenditures ure iiu-lvuied undrr the heading of eapitul 
investment. In other eases total capital investment is iiot distinguished from 
net I’npital investment, iiiasinueh a.s allowance is not mailo for depreciation. It 
is, of course, a diflieult onoupli prohlein in any country to dotermiuo exactly what 
is triio r-apital investment and wliat is not. In hontrol ny*' 'laijnj Auw^lnogo 
Khoziaistva Xa 1020 :U» pp. 4 ">2 :i. data f\ro jrivi'n from whieh it is possible 

to compute tho not capital investment after allow'aiico for depreciation. Accord- 
ing to tlu'so data, now capital investment in all 1> amdies of tho national economy 
for 102S 20 amounted to slightly more than five billions of nibles, ami for 1020-30 
to slightly more than ten and one half billions of rubles. National inoomo for tho 
first of those two oeouoinie years amountetl to 2S.r>34 rubles and to 34,303 million 
rubles for tho second p. 4»\7). More than 1 7 per cent . of the national ineomo 

was saved for tho first of tlio two years, and more than .30 per r ent, for tho seeom^ 
year, aoeording to those data. It has been estimated that for the >car 
about 17 per rent, of tho national ineomo of the United States was saved. Morris 
Copeland, “Tho National Income and its Distribution,” in l^cccnt Kronomic 
Changes in the Un ited States, p. 759. Tho propriety of such a comparison may well 
bo questioned, on ae«?onnt of tho differenco in methods of computing both income 
and capital investment in tho two countries. 
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at a price far lower than that which the nearly starving populace 
would have been willing to pay.^ The funds obtained from the 
sale of this produce wore expended mainly in the purchase of 
mechanical equipment and technical aid from abroad. But if 
the wishes of tho population could have been openly expressed, 
the decision would have been overwhelmingly for less capital 
equipment and more food. 

Not only has the Soviet economic system demonstrated that 
adequate saving of capital can take place in a Socialistic economy, 
but the evidence so far available indicates that tho technique of 
mass production can be transferred from Capitalistic countries to 
Soviet Russia. Stalin has staked tho future of tho Party upon 
this possibility, and in its furtherance, thousands of engineers and 
technical experts of all kinds have been brought to Russia. 
Technical aid contracts have been made with great American 
companies for the construction of factories and tho installation of 
machinery.^ While great difficulties have been encountered by 
these technical experts in carrying out the ambitious plans of tho 
Party chiefs for the introduction of the latest means of mass 
production, tho evidence does not show' that these difficulties are 
very much greater than would exist if the attempt to raoderniso 
industry had been made when a Capitalistic regime was in control 
of Russia. In spite of the difficulties which have been en- 
countered, it seems certain that modern methods of mass pro- 
duction will be utilised much sooner by tho present regime than 
would have been the case under Tsarist Capitalism if it had con- 
tinued to control tho destinies of Russia. 

It has already been SLccessfully demonstrated that modern 
manufacturing plants mechanically capable of turning out mass 
product can bo built with the aid of foreign technicians. The 
great tractor plant at Stalingrad, w^hich is to have a capacity of 
60,000 tractors per year when in full production, was opened and 
put into operation in June 1930. New railroads, pow'or plants 
and irrigation projects are constantly being planned, built and 
put into operation. The first train was run on the newly con- 
structed Turkestan Siberian Railroad almost a year before tho 
date originally planned. During tho next two or throe years it 

^ Payment for these commodities on the internal market would have been 
made in paper rubles, however, which would have been worthless to tho Soviet 
Government in paying for purchases made abroad. 

* For example, the technical aid contracts entered into with the Ford Motor 
Company, for the construction of a plant which is to have an eventual capacity 
of 230,000 cars per year, and the contract with the General Electric Company 
for the construction and equipment of electrical power plants. 
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will finally be demonstrated whether or not these great new 
sources of mass production can be efficiently operated by the 
present regime. Since a considerable number of new plants have 
been already constructed, and since such new plants as have 
been put into operation are being successfully operated, there is 
no reason to think that further success cannot be achieved. 

Soviet statistics show that large-scale State industry increased 
its productivity by 2 3’ 4 per cent, during the economic year 
1928—29.^ According to the plan, the increase in productivity 
for 1929-30 is to be 32 per cent.^ All industry increased its 
productivity in 1928-29 by about 16 per cent. This compares 
with a rate of increase in the United States of about 4 per cent, 
per year. Even after a very heavy discount is made on account 
of the execrable quality of the goods produced, and to allow for 
certain other factors, this rate of increase in productivity is 
significant.^ 

The evidence seems to indicate that the Soviet industrial 
system can successfully carry on the production of the masses of 
manufactured goods which are necessary for the maintenance of 
a fairly adequate standard of living. At the i)resent time the 
Soviet system is still far behind the Capitalistic system in industrial 
efficiency. It is possible that its technical productivity will 
never have the potentialities of the (Capitalistic system. The 
facts seem to be, however, considered purely from the standpoint 
of the ability to fabricate goods, that the Capitalistic system 
has far greater technical potentialities than its system of dis- 
tribution and of marketing makes it possible to utilise or exploit. 
The Soviet system, since it is not confronted by the same diffi- 
culties in marketing and distributing, is able to increase production 
very greatly, even though it has not yet demonstrated its equality 
with the Capitalistic system in the field of purely productive 
technique. 

The capability which the Soviet economic system has shown 
in providing a constant demand for all the products which its 


* KontroV nyc Tsifry S\trodno(jo Klioziaistcfi, op. ci7., p. 26. 

* Ibid., p. 80. For tho first half of tho year tho actual rate of increase was 
28-8 per cent. Za Jfidustrializatsiiu, April 13, 1030. 

* Recent Kconotnic Changes in the United inflates, ^ ol. I. p. xv. t is ovious 
that it is much easier to show a large increase in production from year to year if, 
as is true in the Soviet Union, productive cHort is coiuentrated on producing only 
staple commodities which lend themselves to the inothoils of mass pro ui lom 
This results in an acute shortage of all sorts of inisccllanoous ut ^c^y neccss 
articles, although it facilitates tho task of the statistician m showing a very 
high rate of increase in production. 
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industrial mechanism can produce is the proud boast of the Party 
leaders. They point to the present world crisis, with widespread 
stoppages of production, unemployment, tariff wars and the 
demonstrated inability of the Capitalistic system to market the 
amount of product which it is technically capable of producing, 
as the verification of the Marxian theory of over-production and 
economic crises. They can claim with truth that the problem 
of finding a market for their products simply docs not exist. ^ 

The Russian people, and foreign observers as well, are not 
impressed by this boast of the Party leaders. They point out 
that instead of the problem of lack of demand for the goods which 
are produced, the much more serious problem exists of furnishing 
a supply of goods adequate to fill the minimum needs of the 
Russian populace. In spite of the optimistic statistics of the 
rate of increase in production of manufactured goods, the actual 
fact is that there is a veritable and constant “ goods famine.*' 
Not only is there a shortage of food, but there is a shortage of 
almost all manufactured goods as well, in spite of the fact that 
prices are very high in proportion to wages. It is customary for 
foreign observers to say that the Soviet Union has no problem of 
finding internal markets because the productive capacity of 
industry is so low that the population always needs more goods 
that it can obtain. 

It is wull known, how’ever, that the satiation of human wants 
is not the principal factor which is responsible for the phenomenon 
of “ over-production ’* w'hich exists in the Capitalistic world. 
Neither does the still low productive capacity of the Soviet 
industrial system in relation to the needs of the Russian people 
account for the freedom of the Soviet economy from “ over- 
production.*’ This pseudo-explanation has, however, obscured 
the importance of this very real advantage of the Soviet economic 
system. For it used frequently to be said that one of the almost 
insuperable obstacles to the successful operation of a Socialistic 
system would be the difficulty in marketing the products of 
industry. It is certainly true that the technical apparatus of 
marketing in the Soviet Union leaves much to be desired. There 
is a large amount of waste and of general inefficiency in evidence 

* Of courso there is a very serious problem in finding a market for the exports 
from the Soviet Union. However, theso exports are made almost wholly in 
order to buy goods abroad, for which there is a very pressing need, and which 
cannot bo produced in sufficiently large quantities in the Soviet Union. If the 
need for those goods was not so pressing, almost all Soviet exports could bo advan- 
tageously consumed at home. Certainly the export of Soviet products has no 
connection with any difficulties of marketing these goods within the Union. 
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everywhere. But inability to find purchasers for the goods 
produced is not a problem. 

Party people claim that they have solved the problem of 
over-production ” through their establishment of a system of 
planned economy. This is no doubt true if the term “ planned 
economy ** is especially defined. If one imagines that by the 
system of planned economy production is carefully restricted so 
as to prevent over-production of certain commodities, such a 
belief is entirely incorrect. Almost without any exception, 
every industrial unit in the Soviet Union is urged to produce all 
it possibly can. By means of “ Socialistic competition ” and 
“ shock brigades,” the whip is laid upon every factory and section 
in factories to produce to the utmost. It is true, of course, that 
since the supplies of raw material, mechanical equipment and 
technical personnel are limited, the process of rationing them out 
to the different industries does operate, in a sense, to limit the 
production of some industries in comparison with others. Much 
has been said about the Five Year Plan, as an example of “ planned 
economy.” But the Five Year Plan functions mainly as an 
objective which every indihstry is supposed to surpass if it can 
possibly do so. The original piatiletka has been revised in 
countless items, and again and again, almost always in the direc- 
tion of increasing the estimates of what each industry is expected 
to produce during the period.^ “ Planned economy ” in the 
Soviet Union is not primarily the direction of production through 
limitation, but the direction of production through the device of 
setting up innumerable general and specific goals. Within the 
limits of the resources which an industrial unit can obtain pro- 
duction is not limited. 

The principal advantage which the Soviet economy has over 
a Capitalistic economy in the provision of a constant demand for 
its products is in being able to take immediate and direct action 
to correct any temporary difficulty in providing a market for 
production. Another very great advantage which it has is in an 
economic organisation which enables action to be taken without 
fear of international repercussions of an unfavourable nature.* 
If, for example, a situation should arise in which there appeared 

1 For examplo, duriiiR tho first year of the Five Year Plan, all industry under 
the direction of tho Supremo Kcononiic Council was to increase its productivity 
by 19 por cent. This was increased to 21*4 per cent, during tho first quarter of 
the year. Tho original plan for pig-iron and steel was also materially increased 
at tho same time. KontroVnyc Tsifry ^arodtiogo Khoziaistva, op. cit., p. 7G 

• This is made possible by tho oxistonco of tho state monopoly o oreign 
trade. 



430 


THE ECONOMIO JOURNAL 


[sept. 


to be insufficient consumer demand to take off the market the 
products of industry, wages could be raised at once to a degree 
sufficient to overcome the difficulty, or prices could be lowered, 
or both means could be used. The Soviet system does not have 
to wait until competition will have lowered prices, and also 
incidentally have cut down production. Likewise, the Soviet 
Government can take direct action to increase the quantity of 
money and bank credit necessary to pay the increased wages 
without having to fear some disturbance in the international 
exchange market which w'ould lower the exchange value of the 
Soviet ruble, since the Soviet ruble has been divorced from 
association with the value of gold or of other foreign valuta, and 
since there is a complete state monopoly of foreign trade. 

Planned economy does have its place, of course, since if there 
should bo an over supply of some good which is used as a means 
of further production, due to the lack of other complementary 
goods w’hich must be had in order to utilise the superabundant 
good, the production of the “ doficited ** ^ goods could be increased 
during the succeeding period. So also, if the production of 
building jnaterial were to bo greater than the demand from the 
construction organisation in any given year, the building pro- 
gramme w'ould simply bo expanded for the succeeding year. 
There could arise no question of lack of money, for the State 
could provide very easily for the necessary expansion of money 
and credit to carry on these operations without fear of inflation, 
so long as the quantity of money and bank credit was kept in 
proportion to the increase in the amount of ])roduction to be 
carried on. Furthermore, since the price structure and price 
level are authoritatively regulated, there does not have to bo the 
same nicety of adjustment between the quantity of money and 
the amount of money work to be done. When the increase in 
the supply of money becomes somewhat greater than the increase 
in the amount of money w'ork to be done, the result often is to 
necessitate the rationing of the supply of goods, but the value of 
money does not immediately start on the downward spiral, as is 
true in similar circumstances in a Capitalistic economy. 

Closely associated with the problem of over-production is 
that of unemployment. Until the beginning of 1930 unemploy- 
ment in the Soviet Union presented a very serious problem. Not 
only was unemjdoymcnt incrca.sing, but the rate of increase also 
seemed to be rising. The causes of unemployment in the Soviet 

' This English word has heon taken over into the Kussian language to apply 
to those goods the supply of which is so limited as to necessitate rationing. 
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Union were, however, somewhat different from those which were 
operative in Capitalistic countries. In the Soviet Union un- 
employment was not due to inability to sell the products which 
industry produced. Nor was unemployment primarily techno- 
logical in character. It is true that in many particular cases 
unemployment arose because of the rationalisation or mechanisa- 
tion ol particular factories. But the total number of people who 
find new' industrial employment every year is very much larger 
than the number of workmen who are out of work due to the 
rationalisation or mechanisation of industry.^ This is in contrast 
with the situation in a country like the United States, where the 
number of people employed in industry actually declined from 
1919 to 1928. A good deal of unemployment in Russia was of a 
temporary nature, which merely involved a transition period 
from one job to another. Nevertheless, until the spring of 1930 
this fraction of the population which w'as unable to find constant 
employment was of considerable size. The main cause of un- 
employment was the drift of population from the village to the 
city. This movement of the population was aggravated by the 
generally unfavourable status of the agricultural population. In 
particular, the operation of the scissors which represented 
the spread between the prices of agricultural and manufactured 
products tended to stimulate the city-ward migration. The 
unemployed mass was partially composed of these ex-peasants, 
and partially of w'orkmen who w'ould have found employment 
if these former peasants had not been added to the labour supply. 
This urban migration simply increased the number of labourers 
faster than the Soviet economic system could find capital equip- 
ment with which to provide productive employment for them. 

At the present time, however, the Soviet system seems to 
have reached the point where it can provide employment for the 
displaced peasantry. It has been possible to do so, partly on 
account of the new' capital equipment which has been put into 
operation, which employs a much greater number of labourers 
than it has displaced through its labour-saving qualities. A still 
greater number of labourers have found employment in the 
construction of new capital equipment, such as factories, irrigation 
works, power dams and railroads. During the last two years 
the Soviet Government has definitely cast aside the idea of a gold- 

» The number of workers in industries coni rolled by the Supreme Kconomic 
Council increased 7-8 per cent, from the economic year 1927-28 to the economic 
year 1928-29 {KontroVnye Tsifry Narodnogo Khoziaistva, op.cit., p. 505). ^ t or all 
industry the rate of increase for the year was 6-9 per cent. [Konirol nye 7 aijry o 
Trudu Na, 1929-30 God., p. 165). 

No. 159. — VOL. XL. ^ ^ 
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supported currency, and, as a result, is no longer limited to the 
same degree as formerly in finding funds with which to pay the 
services of labour. The Soviet economic organisation has gone 
over pretty definitely to the policy of disregarding purely monetary 
limitations upon the expansion of production and the construction 
of productive equipment. This does not mean that the dangers 
and disadvantages of over-issue are not recognised. Instead, 
every nerve is strained to keep the issue of money and the ex- 
pansion of bank credit down to the lowest possible levels con 
si stent with a policy of expanding production and construction 
up to the limit of labour, raw materials, capital equipment and 
teclinical personnel necessary for such expansion. Pressure 
from the Party upon the officials of the money and banking system 
is so great that there is no doubt that this policy has resulted in a 
greater expansion of the volume of money than would have been 
recommended by the technical personnel of the State Bank and 
the Commissariat of Finance. It is probable, nevertheless, that 
it has actually proved feasible to expand construction and pro- 
duction much further than the financial personnel would have 
agreed to do had they been free to make the decision. The 
experience of the Soviet economic system in this respect is of the 
greatest importance in respect to the possibilities of a “ managed 
currency.” 

As a result of the new policy of maximum expansion of con- 
structive enterprises, there was an actual shortage of construction 
labourers in the spring of 1930.^ It is possible, of course, that 
one result will be an accentuation of the problem of seasonal 
unemployment. In point of actual numbers of unem])loyed 
persons, complete data, if they wero available, would not bo 
particularly favourable to the Soviet system. The available 
statistics do not include the millions of persons who make up the 
great “ deprived ” classes. Much the greater number of these 
persons, among whom are included the kulaki, arc not registered 
on the labour exchanges. This type of unemployment is punitive 
in character, however, and has little relation to the general 
problem of unemployment. It must be admitted that statistical 
data so far available do not prove conclusively that the problem 
of unemployment has been solved in the Soviet economic system. 
The number of unemployed has decreased only during a period 

^ The shortage of construction labourers became so actite that it was nocossary 
to issue a special circular under the joint authority of tho Commissariats of 
Laboiir and Agriculture, tho Supremo Economic Council and Kolkhoz Centro for 
the purpose of incroasing the supply of seasonal workers from among the peasants 
{Za InduatrializatuUUf March 4, 1030). 
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of less than a year. With the huge numbers of peasants whose 
labour will no longer be necessary in agriculture when the process 
of nationalisation of the land and rationalisation of agriculture 
has been completed, the industrial apparatus of Russia must 
absorb enormous numbers of former peasants. For the reasons 
stated, however, it is the opinion of the writer that the Soviet 
economic system can find employment for increasing numbers of 
workers to an extent which w^ould be impossible in any Capitalistic 
country at the present time. 

It is too early to assess the results of the collectivisation of 
agriculture, in spite of the fact that the future of the entire 
Soviet economic system depends upon the success of collectivisa- 
tion. If collectivisation fails, it seems certain that the whole 
economic structure will crash in ruins. It does not seem probable, 
however, that failure will occur. If the harvest of this year is 
reasonably successful, it appears certain that collectivisation 
must bo considered to have succeeded. Although it has boon 
carried through in the face of the most bitter opposition of the 
vast majority of the peasants, the fact remains that it has pro- 
gressed at a rate which no one considered possible previous to the 
autumn of 1929. If famine is avoided this year, when the 
difficulties which had to be met were greater than they are liable 
to be again, the end of peasant husbandry in Russia is a matter 
of only tw’o or three years. The experimental data which will be 
available to the agriculture of the w’orld if collectivisation is 
successful in Russia w ill be of incalcuLable value. No Capitalistic 
country could afford to disregard these data, even though the 
agricultural system which will be established in Russia w'ould 
probably bo unacceptable to the rural population of Ca]}italistic 
countries. 

The labourer* standard of living in the Soviet Union remains 
extremely low.^ The standard of living of the peasant is still 
lower. Indeed, the standard of living of the industrial prole- 
tariat, who gained most from the October Revolution, is, at the 
present time, very little, if any, better than it was in pre-w^ar 
times. The standard of living of the peasant is low er than it was 
before the Revolution, and the standard of living of the intelli- 
gentsia is, of course, very much low'or. This means that, in spite 
of the fact that no share of the national income has to be paid any 

' Tho average wage of all workers in industry for 1 92 S -29 was 835*6 rubles 
por year {Kontrol'nye Taijry Po Trudu, op, r»7., p. 170) (ono pound sterling, equiva- 
lent officially to 0-458 rubles. In actual purchasing power tlio ruble is worth 
much loss than this rate of exchange would indicate). 
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longer to landlord and capitalist, the average standard of living 
of the Russian people is lower than in pre-war times. How, then, 
is it possible to explain the discrepancy between the optimistic 
statistics of the rate of increase in production and the very low 
standard of living which exists 1 

As has been said, the productivity of Soviet industry must 
be heavily discounted to allow for the extremely low quality of 
the product. During the last couple of years, when statistical 
data show such large increases in the productivity of industry, 
the already low quality of product was being lowered still further.^ 
The very large proportion of the national income which is saved 
for purposes of the expansion of capital equipment also finds 
practical expression in the more rapid expansion of the heavy 
industries which produce the means of production than of the 
light industries which produce goods for direct consumption. 
The export of food products to pay for mechanical equipment is 
still another aspect of this capital saving which effectively lowers 
the standard of living. 

The factor which has been most directly responsible for the 
low standard of life, however, is the exceedingly unfavourable 
experience of the Soviet system on the agricultural front. Under 
the present regime the huge pre-war exports of grain have been 
replaced by deficits in the supply of foodstuffs, which have reached 
famine proportions. The unfavourable agricultural situation has 
reacted on industry, where the supply of raw materials in such 
industries as the textile and food industries has not only been 
responsible for low productivity, but also for poor quality of 
product. If and when the agricultural problem is solved, the 
effect upon the standard of living will be most marked. In the 
opinion of the author, if the harvest is fairly good in the Soviet 
Union this year, in the course of the next decade the standard of 
living of the manual labourer in the Soviet Union will compare 
favourably with that of the manual labourer in the Capitalistic 
countries of Europe. 

It is probable that the standard of living in Russia will never 
reach a level of comparative luxury such as that attained by 
the bourgeoisie in Capitalistic countries. Even if the productive 
mechanism of the Soviet system were to become efficient enough 
to make this possible for the wide masses of the population, such 

^ Complaint of the poor quality of production is universal. The Press carries 
on a constant campaign against the poor quality of industrial products, and 
numberless examples of wretched quality are cited. The lowering of quality 
during the first year of the Five Year Plan in many branches of industry is referred 
to on page 26, KontroVnyc, Taifry Narodnogo Khoziaiatva, op, cU, 
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a standard of living would be repugnant to the spirit of Com- 
munism. Under the regime of Russian Communism there will 
never be any artificial stimulation of desire through advertise- 
ment, nor will the desire to emulate the “ leisure class ’’ operate 
to create a standard of living which would include non-essentials. 
It is possible, therefore, for the Soviet economic system to provide 
the economic basis for an optimum Communistic standard of life 
much sooner than might bo thought. Simple food, communal 
housing, proletarian club-houses, plain clothing, motor transport, 
short hours of labour, vacations at State recreation houses, may 
be taken to represent the final goal of Communist effort in terms 
of standard of living. Such a goal is no doubt wholly unaccept- 
able to the bourgeoisie, the intelligentsia, the greater part of the 
agricultural population and even the upper strata of the working 
classes of the Capitalistic world. It is probable, however, that 
it would have a powerful appeal to the most poorly paid and most 
unintelligent 50 per cent, of the population of the Capitalistic 
world. ^ 

If it be said that the Soviet system has greater possibilities 
in respect to its productivity than is usually realised, it must be 
admitted that in respect to the psychological and intangible 
possibilities of the system the record is not an encouraging one. 
The philosophers w'ho first created ideal social systems con- 
structed them as Utopias, not where men would produce more 
goods, but where men could live the ideal life. In these Utopias, 
the evil which finds expression in the lives of men was to be 
exorcised by the new conditions of life. In Utopia, meanness, 
pettiness, greed, envy and bitterness were to disappear. In 
Utopia man would at last be free. In spite of the fact that 
Russian Communism recognises Marx, who was contemptuous 
of Utopianism, as its spiritual father, there are many Com- 
munists all over the world who think to find in Soviet Russia 
Utopia realised. 

But one must admit that Soviet Russia is further removed 
from Utopia than is the Capitalistic civilisation. In Soviet 
Russia there is not less bitterness, but more. Communism has 
not brought peace to Russia, but instead a sword. Some part, at 
least, of the energy which men of ability in the Capitalistic world 
expend in amassing wealth is in Soviet Russia canalised in the 
struggle for power. Within the State Trusts and Commissariats, 
wthin the Party, the struggle for power is sharper than within the 

' It is not maintained, of course, that the most poorly paid and the most 
unintelligent 50 per cent, of the population are an identical group. 
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institutions of Capitalism. The orthodox Party member of 
to-day finds to-morrow that his orthodoxy has been successfully 
attacked by a fellow Party member who hates or fears him, and 
ho is ruthlessly expelled from the Party. The institution of the 
“ chistka ” or “ cleaning ” has been evolved, and is used in every 
institution in Russia to give full rein to suspicion, envy and 
sadism. 

Never in history have the mind and spirit of man been so 
robbed of freedom and dignity. It is not merely that academic 
freedom, freedom of speech, freedom of the Press, and freedom of 
thought are forbidden. The Party is not content with mere absten- 
tion from unauthorised action. Men must publicly deny their real 
thoughts and feelings. Nor is the matter so simple that it is 
possible to embrace a set of beliefs and principles and thereafter 
feel that one is safe within the precincts of orthodoxy. When 
Stalin was fighting the Trotskiest Left it was the orthodox thing 
to belittle the kulak danger and to favour a policy of conciliation 
toward him. Two years later the kulak is branded by Stalin as 
the primary danger, and he must be liquidated as a class. The 
writer once attended a Party chistka ** in which a woman 
member who was being cleaned ** was asked to explain the 
Bukharinian heresy. The continuous questioning had worn the 
woman’s nerves almost to the point of hysteria, and she cried out. 
One day I am told that the views of Bukharin are exactly right. 
Now I am told that they are all wrong. How am I to know ? ” 

The policies of Bukharin, Tomsky and Rykov are branded as 
heretical. They are warned that they must recant. They are 
forced to the humiliation of public recantation,^ but even this 
is not enough. The supporters of Stalin demand that they must 
abase themselves still further. 

An engineer is arrested by the G.P.U., charged with vredi- 
ieVstvOy^ and is shot. His son is a Party member. He is ordered 
to sign a statement that he approves of the execution of his 
father. He refuses, and is expelled from the Party. Never 
before has the human soul been so placed in bondage. 

Has the new order of life in Russia resulted in a new brother- 

^ See the text of their recantation in Ekonoiniche$kaia Zhizn, Nov. 26, 1929. 

* This word is used to express any secret attempt to hamper the work of the 
Soviet Government or any of its organs. For example, a professor of economics 
who was an expert attached to Gospfon was accused and convicted of vredUeV $tvo 
on the ground that he had not planned a sufficiently large production of pig iron. 
A professor of engineering was convicted of this crime on the ground that he had 
stated the coefficient of expansion of steel incorrectly in a text-book which he had 
written, in order to cause the boilers of the engines which would bo built by his 
students to explode ! 
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liness in the relations of man to man ? The struggle for power 
among those who have been able to obtain positions of importance 
has been mentioned. It cannot be said, moreover, that the 
attitude of those in power towards their subordinates is any 
improvement over the attitude of persons similarly placed in the 
Capitalistic world. It is true that the workers themselves are 
pampered and petted as a class. They certainly fare better than 
any other class in the Soviet Union. But the oflSice-workers, the 
clerks and “ white-collar workers ” are only one degree bettor 
off than the “ deprived ** classes, who are openly branded as 
enemies of the Soviet Power. The same thing is true of the old 
intelligentsia who took service under the Bolsheviki. They are 
ordered about by the former proletarians who have been placed 
in executive positions, and who are thus able to feel a sense 
of their new importance. The “ white-collar workers, such as 
stenographers, clerks and bookkeepers, are members of trade 
unions, but their union organisations are without power or 
influence. They are discriminated against in many ways. They 
are the new ** proletariat ” of the proletarian State. ^ 

Nor can one say that there is any evidence of increased brother 
liness among the industrial workers. Certainly there is never 
any evidence that the form of address Comrade has any real 
significance. The crowded street-cars in Moscow naturally do not 
afford a fertile field for the growth of friendliness to one's neigh- 
bours. Yet one cannot fail to be struck by the general air of 
irritation and ill feeling which is so prevalent. One rarely sees 
a smile or hears a laugh. Partly this is due to the food shortage, 
which makes life so hard in the Soviet Union at the present time. 
But the sense of tension and of repressed anger seems due to other 
causes also. 

It is not merely in the villages that the class war is constantly 
preached. It is impossible to believe that w^ith the liquidation 
of the kulaki os a class this incitement to class hatred and struggle 
will come to an end. The miserable remnants of the former 
bourgeoisie and other “ former privileged classes are still the 
objects of relentless persecution thirteen years after the October 
Revolution. Militant hatred has become perhaps the most 
outstanding spiritual characteristic of Russian Communism. 

It must not bo forgotten, how'ever, that to perhaps a majority 

‘ A member of this class in the Soviet Union is referred to by the word 
tluzhaahchii, in contrast to a member of the class of manual workers, who are 
referred to by the word rabochii. The line between the two classes is quite sharply 
drawn, and every one is very anxious to be classed as the latter rather than the 
former if it is at all possible to be so classed. 
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of the inhabitants of the Capitalistic world, academic freedom, 
freedom of speech and of the Press are words only, whose import- 
ance is little understood. Probably the greater part of the 
labourers in Soviet Russia do not feel that they are deprived of 
freedom in any way. As long as a man does not attempt to rise 
out of the mass of labourers there is little curtailment of freedom 
of a sort which the ordinary worker would feel. The urban 
proletariat in the Soviet Union have been extremely dissatisfied 
during the last 5"ear, on account of the food shortage and on 
account of their close connection with the village. But they 
have not been dissatisfied because of restrictions upon their 
freedom, nor on account of the failure to attain the psychological 
conditions of Utopia. 

The significance of this to the coming struggle between Com- 
munism and Capitalism should not bo overlooked. When and 
if the time comes when a higher standard of living in terms of the 
elemental creature comforts can be offered by Communism to a 
large proportion of the labouring class in Capitalistic countries, 
a very serious situation will arise. The intelligentsia may then 
be confronted by a serious dilemma. Will the intelligentsia have 
the iron will to help the Capitalist to keep this lower class sup- 
pressed at such a time ? Or will the intelligentsia stand aloof in 
the struggle, knowing that if Communism wins, their doom is 
certain ? Only if Capitalism succeeds in so improving its technique 
that it can continue to give a better standard of living to the lower 
levels of its workers, will this dilemma be avoided. These 
improvements must be in the technique of marketing and dis- 
tribution rather than in production, and the Capitalistic order 
may be forced to take advantage of the experimental data 
which the Soviet system has produced and will doubtless 
produce. 

One of the characteristic features of the Soviet system has 
been the lessening of the intensity of the economic struggle of 
the individual. Although the struggle for powder is more intense 
than in the Capitalistic world, the great mass of the people do not 
feel the bitter necessity of safeguarding or improving their indi- 
vidual economic status, either by saving or by increasing their 
earning capacity through advancement to more responsible 
posts. Communism is extremely scornful of the individual who 
practises the petty bourgeois virtues and attempts to build up a 
comfortable living for himself and his family. The worker is 
expected to seek improvement in his economic position only as 
the class to which he belongs improves its status. The engineer 
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and technician are expected to hold themselves in readiness for 
transfer from one part of the country to another on short notice, 
and at the same time serious efforts are made to prevent the 
earnings of this class from rising high enough to enable its members 
to ape bourgeois standards of life. In this way no one is per- 
mitted to build up a home which can be considered permanent, 
and on which the individual might be tempted to spend too much 
time and expense. As a result there is a very noticeable lack of 
social competition or emulation of the sort which is compre- 
hended in the American colloquialism “ Keeping up with the 
Joneses.” Furthermore, the future is too uncertain, even in the 
case of Party leaders, to encourage any attempt to set up a 
household upon the bourgeois model. The dissolution of the family 
as a social unit has also operated to destroy any pride of family 
which might cause the individual to be concerned about building 
up economic safeguards against the future. Not only is it im- 
possible to amass wealth in the Soviet Union, but the whole 
manner of life under the New Order tends to neutralise human 
craving for wealth. 

The system of social insurance in Soviet Russia has not yet 
developed to equality with that of the more advanced Capitalistic 
countries such as Germany, and is not, therefore, the major 
factor which has been responsible for lessening the sharpness of 
the economic struggle. This backwardness has not been due to 
any failure to appreciate the value of social insurance, but simply 
on account of the general poverty of tho country, which haa 
placed severe limits upon what could be done. The system is 
being extended, however, and the certainty that everything 
possible will be done to broaden and strengthen the system is a 
factor in lessening the sharpness of the economic struggle. No 
doubt the experience with depreciated paper currency has also 
been a factor in discouraging saving, and likewise in causing the 
general unconcern about the future which is so characteristic of 
the economic life of the individual. It has been no small triumph 
of Communism that it has partially at least substituted interest in 
the success of the Five Year Plan for interest in the economic 
success of the individual. 

It must be admitted that the foreign observer feels that life 
has become a dreary thing indeed, when it has been placed on 
such a level. The Communist retorts that this is purely bourgeois 
prejudice. The economic struggle may give zest to life for those 
who are successful, but it offers no compensations to the vast 
majority who fail in tho struggle to ” get ahead ” financially, and 
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who instead are always confronted by the threat of economio 
disaster and by the difficulty of meeting day-to-day needs. 

The creation of a system of life which has displaced the 
money standard of measurement for oven the moral and subjective 
values which exist in bourgeois civilisation must be registered as 
a distinct contribution to human welfare. While it is true that the 
struggle for power has in many ways replaced the struggle for 
money, this fact does not entirely destroy the value of this clement 
of the Soviet system. In Soviet Russia men do not devote their 
time to money-making activities in order to ape the standards of 
living of a wealthy leisure class. The servility which is induced 
by the desire to obtain monetary rewards has almost disappeared. 
The State employee in a retail shop is not particularly interested 
whether the customer makes a purchase or not. He docs not, 
therefore, either fawn on the customer or subject him to high- 
powered salesmanship. Ho does not address the customer 
as “ Sir ” and pretend that the customer is a superior order of 
being. This has serious disadvantages from the customer’s 
standpoint, no doubt, but the spiritual advance which is registered 
cannot be gainsaid. Waiters in restaurants, employees in hotels, 
and other workers who render personal service, including household 
servants, have also lost both the servility and the false ‘‘ Happy- 
to-serve-you-sir ” attitude which is so characteristic of similar 
workers in the Capitalistic world. I'ips are still accepted in 
Soviet Russia, but Russians rarely give them. The foreigner 
customarily does, but he cannot usually purchase servility by so 
doing. Some of the old cabmen will still address a foreigner as 
Gospodin^ or Barin,- in the hope of getting a tip, but this is 
not usual. Tips are sometimes refused, even when oiTcred by 
foreigners. Tipping is an alien element in the Soviet system of 
life, which is rapidly disappearing. 

Private wealth, of course, hardly exists in Soviet Russia, 
and in consequence there is no class which has a special position 
on account of wealth ownership. Power, influence and authority 
are not accorded to fools, incompetents and mediocrities in the 
Soviet Union simply on account of the fact of possession of wealth. 
Fanatics, toadies and bullies do attain power in the Soviet system, 
and, in the case of the fanatics at least, much more frequently 
than in the Capitalistic w'orld. One cannot but hail, therefore, 
the destruction of wealth as the universal standard of all values, 
while recognising that the trsinsfer of power to the dominant 


1 " Sir.’’ 


* “ Gontlomaii.” 
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group of leaders in the Communist Party from the owners of 
wealth has not yet been shown to be a change for the better. 

When men have thought, or spoken, or written of Soviet 
Russia it has almost always been assumed that the Soviet economic 
system would bo successful because Communism was innately 
good, or that the Soviet economic system would fail because 
Communism was innately bad. Men have rarely realised that the 
economic system might not be technically successful, even though 
the ultimate ends of the Communist Party might represent an 
important forward stop in human progress. Still less have men 
considered that the subjective values of Communism as they are 
realised in Soviet Russia could bo inferior to those of bourgeois 
civilisation, while the economic system could at the same time be 
technically successful.^ Men have thus viewed the economic as 
well as the moral and ethical value of the Soviet system from 
the theological standpoint. The good must endure and the evil 
must perish. It may bo that at long last events do so fall out. 
At least it is a comfortable attitude to maintain towards events 
which are occurring in the Soviet Union. But for the present, 
it must be recorded that although the Soviet civilisation is further 
removed from the Utopia of the philosophers than is the civilisation 
of Capitalism, the Soviet system nevertheless has possibilities of 
economic success great enough to constitute a threat to the 
future of Capitalism. 

Unless the Capitalistic world can utilise the experimental 
data which are being worked out in Soviet Russia to strengthen 
itself against the day when Communism, supported materially 
and spiritually by success on the economic front, registers its 
first conquests outside of Russia, the only real question may 
be whether the IVorld Revolution spreads first towards Berlin or 
towards Bombay. Communism strains every nerve to copy the 
enviable features of the productive technique of Capitalism. 
Capitalism may find itself forced to learn some lessons from the 
Soviet system if it is to be the conqueror in the coming w’orld 
struggle. 

Calvin B. Hoover 

Duke University. 

^ J, M. Koynos approaches tlio same idea from another angle when in his 
Luisacz-fairc and (^onimuniam ho aeks what constitutes the essence of the New 
Order in liuseia. Is it merely a purely materialistic and technical improvement 
over Capitalism, or is it a now way of lifo T 



THE IMPORT OP GOLD INTO FRANCE 
An Analysis of the Technical Position 

The apparently insatiable demand of France for gold has 
become ominous, for, by threatening the easy conditions in 
world money markets, it strikes at the only hopeful element in 
the present situation. If the formidable and ever-increasing 
size of the French balances abroad is taken into consideration 
this growing uneasiness is not difficult to understand. The 
anxiety created by these gold movements finds expression in 
criticisms of the French Government and the Banque de France. 
Though this feeling is not shared in responsible circles, it has 
been given wide publicity and has aroused considerable comment 
on the Continent. The charge that the French Government is 
purposely following a policy calculated to weaken the position of 
London has been countered by equally unfounded hints in the 
French Press, suggesting that the fluctuations of the exchange 
rate on London were the consequence of the concealed abandon- 
ment of the gold standard. An investigation of the relevant 
facts may, therefore, prove useful. 

It has been contended that France or the Banque de France 
sterilises gold. This gives rise to misunderstandings, since wilful 
action is implied. Whilst a banking or currency system may 
be called uneconomical in its use of gold ^ (and therefore danger- 
ous), the expression “ sterilisation of gold ” should only bo used 
if a central bank deliberat; ly tries to neutralise the effects of the 
inflow of gold. As we shall show below, the Banque de France 
can only be charged with this if the gold inflow is caused by the 
conversion of its foreign exchange holdings. No such transactions, 
however, have taken place this year, and they have occurred only 
to a limited extent in previous years. It appears, therefore, that 
those who make the charge of wilful hoarding mistake for conscious 
tactics the shortcomings of the French banking system and of 
the gold standard in general.* 

^ V. Nogaro, “ Le nouveau regime mon^taire fran^ais,** Revue d'^con, IrUefn,^ 
1929, pp. 216-20. The fallacies which lead to excessive gold reserve requirements 
cannot be discussed here. 

* Especially by disregarding the time element necessary in the working of 
the ** automatism ** of the gold standard. Since gold imports also serve for 
payment of a credit balance, the problem of securing internal stability without 
“ deflating ” other countries may become serious. (See, Taussig, IrUemaiional 
Trade f 1928, p. 197.) It seems as if internal open-market operations cannot bo 
expected to guard adequately against this danger. 
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To elucidate this point we must analyse the French balance 
of international payments during the years 1928 and 1929.^ 


(In million francs.) 



1928. 

1929. 

4- Items. 

— Items. 

+ Items. 

— Items. 

Balance of Trade * 


4,4S0 


10,000 

Freight charges and earnings . 

+ 3,160 


4 3,100 


Assurance and transit . 

+ 500 


+ 600 


Komittancos of immigrants 


-2,200 


-2,600 

Tourist trade 

+ 7,600 


+ 8,600 


Interest on private and public 





foreign holdings 

+ 3,500 

-1,200 

+ 6,300® 

- 700 

Interest and sinking fund pay- 





ments of tho Govornmoiit . 


- 600 » 


- 600 

Repayment of foreign Govern- 





ment debt 


-2,208 


-2,237 

Reparation payments 

+ 5,180 


+ 6,700 


Visible long-term capital move- 





ments .... 

+ 167 

- 679 

+ 200 

-1,100 

Foreign exchange purchases 





and sales : 





(a) of the Government 


-3,768* 


-1,459 

(b) of tho Bank 

1 

1 

-7,140 

4-6,576 


Gold 

1 

-6,140 


-8,605 


These estimates can only be used with caution ^ and I have 
abandoned a balancing of the two sides which Meynial has put 
forw’ard by means of an estimate of invisible capital movements. 
Nevertheless, a study of the comparatively accurate figures is 
valuable. The most interesting aspect of this comparison is that 
France W'as not only able to lend in 1928 on short term 11,000 
millions in a traceable way, but also to import an additional 

• Revue d'jSconomie Politique. La Prance iScononiique : P. Moynial, “La 
balance des Coraptes,” 1929, p. 292, 1930, p. 470. 

• Adjusted for the balance of trade with the colonies and dependencies and for 
the balance of trade of these territories with foreign countries. 

• Coirectod figure. Ibid., p. 474, and below. 

• Tho Treasury reports its holdings of foreign exchange as being : 4,059 
million francs at tho end of 1927; 7,827 nt tho end of 1928; and 9,286 at the 
end of 1929. The interest on this stock is included in the item “ interest.** 

‘ Meynial’s lack of accuracy strengthens this scepticism. He gives, loc. cit., 
p. 479, tho figure of -f 6,700 - 2,237 = + 4,463 for tho balance of Government 
capital payments, on p. 476 ho gives an additional — 600 for foreign interest and 
sinking fund service. On p. 482 tho interest charge is left out altogether and the 
capital movement appears to bo + 4,700. It is not clear, moreover, how he 
arrives at tho figure of 5,500 millions for interest by deducting (pp. 474-5) 700 from 
6,500 (the latter being also wrong, since 500 4- 1700 4,100 is evidently only 

6,300). On p. 482 tho excess of gold imports is given as 915 million new francs. 
The excess was (Royal Commission on Indian Currency and finance : Evidence, 
p. 290) about 90 million dollars, which equals about 2,475 raUlion post-war 
francs. 
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6,140 millions of gold. This formidable amount of 17,140 fell 
in 1929 (if the gold imports caused by the liquidation of foreign 
balances held by the Banque do Franco are left out) to about 
7,000 plus 1,929 millions. This fall was presumably caused by 
the increased unfavourable trade balance and by the termination 
(or diminution) of the repatriation of French ca])ital. It may, 
however, be worth noting that at the end of 1929 the stock of 
foreign exchange of the Bank and the Treasury still amounted to 
9,286 -f- 25,948 = 35,234 million francs. 

The increase of the imjjort surplus ^ supports the view that 
the basis of stabilisation was too low,^ and that through the 
“ automatism ” of the gold standard (?.c. gold movements — • 
price changes — alteration in the balance of trade) an equilibrium 
of the balance of payments is now being brought about. This 
equilibrium is conceived as being the state of affairs wdien the 
trade balance compensates all the other factors without the 
material intervention of gold movements. These merely act as 
intermediary factors bringing about the “ real,’* “ final compen- 
sation by payment by goods. This is the view which holds that 
any gold import which does not bring about an adequate price 
movement is “ sterilisation.” 

As a matter of fact, however, the course of foreign trade in 
the present year (coupled with the fall of the French price level 
in spite of there being no change in the visible monetary factors) 
conclusively proves that no restoration of the ” equilibrium ” — 
in the above-mentioned sense of the word- can bo expected. 
The import surplus fell during the first four months this year — 
although French pro.sperity continued —from 3,905 to 3,005 
million francs. Thus it seems pretty clear that the elasticity of 
demand for foreign goods is not strong enough to counteract the 
close connection between the prices of goods which are and are 
not the object of international trade, and this connection makes 
a balancing of international payments through an appropriate 
change in foreign trade impossible.® 

It is this phenomenon, so well known from the example of 
the United States,^ where, of course, the high tariff unfavourably 
influences the elasticity of the demand for imports, w hich makes 

^ Tho balanco of trade in 1927 showed an export surplus of 2,372, or, adjusted 
for the colonial trade, a jiassivity of only 304 niillions. lievue d'Aconomie 
Politique^ 1928, p. 436. 

* Andr6 Thiers, Ln rh'anche du franc, Paris, 1930. 

’ A possible hoarding explains some points because it is an " absolute ** saving. 

* V, M. Palyi, “ Dio Zahlungsbilanz dor Voroinigten Stnaton von Ainerikft als 
Qlaubigerland,” Schrijten c/e« Vereinsfur SockUpolitik, Vol. 174. — III. 
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the French a “ bom creditor nation.” ^ We have to accept, 
therefore, also in the French case the ignoramus which Prof. 
Taussig pleaded with respect to the mechanism which produces 
an equilibrium in the international payments of the United 
States,* or the conclusion of Prof. Angcll,® that the balance came 
about, not as a result of the influence of intelligible forces, but 
seemingly by ” accident.” Since, however, this “ accident ” 
involves a constant drain on the gold reserves of the world and 
threatens disturbances of the first order, and since this can 
only be brought to an end by appropriate central banking 
measures,^ it is clear that — instead of discussing whether or not 
a ” natural ” development causes the gold movements — wo 
should try to evolve a system which without causing any artificial 
inflation will check the undesirable results of the peculiar be- 
haviour of the French balance of ])ayment8. We must, there- 
fore, proceed to an inquiry into the monetary factors involved. 

The study of the balance of international payments clearly 
shows that the accusation that the French have willingly and 
consciously ** hoarded ” or ‘‘ sterilised ” gold does not hold for 
the greater part of the gold imports. A ‘‘ sterilisation ” only took 
place in 1929-30 with respect to the 0,576 million francs ^ which 
the Banque do France obtained by converting its foreign exchange 
stock through direct gold imports and with respect to the sales 
of foreign exchange efiecled to avoid a gold export. In respect 
of this gold import (or non-export) a “ sterilisation ” really took 
])lace. The import of gold did not and could not serve for any 
extension of credit. Since June 1929, however, the Banque do 
Franco has not attempted to liquidate any of its holdings. The 
bulk of the gold which was imported could have had its effect on 
prices and on foreign trade. If it has not, this cannot bo explained 
by any charge of ” sterilisation,” but by the apparent inadequacy 
of the mechanism of the gold standard to bring about the desired 

* K. the tOBtimony of Palluin, Governor of the Banque de France before 

the National Monetary Coiumissiou, U.S. Sunato poc. No. 405. 01, CongresB. 

2nd Seaftion, p. 216. 

* International Trade, jjp. 330-34. 

* ** Kquilibrium in International Trade, tho United States/* 1919-26, Quarterly 
Journal o/ Economice, 1928, p. 388. 

* The only factor which is manageable. 

* To this amount tho accrue<i iutorost of its foreign balance, approximately 
1.000-1,200 milliona, has to bo added (4-4i per cent, on an average holding ot 
26,000). Tho conversions in tho outumn. 1928, wore but 860 millions. From a 
strict point of view the liquidation of tho balances of tho Tioasury cannot bo 
called sterilisation, since tho proceeds are useti ui Franco. Coinfdee rendue de la 
Banque de France for the year 1928, p. 18, uiul 1929, p. 4. 
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equilibrium and by other phenomena which counteracted the 
effects of the inflow of gold. 

Some distinguished authorities think that a continued drain 
on the gold reserves of the world can be avoided if the French 
make use of their splendid flnancial position and build up an 
international money and capital market which would take care 
of the favourable surplus balance of international payments. 
Quite apart from the fact that this would not bring relief quickly 
enough, there are other objections to this suggestion. It could 
only provide a mitigation of the present anomalies if the recent 
gold movements are the result solely of the lack of capital-export 
and of the tendency of French owners of foreign balances to 
liquidate their assets and convert them into francs.^ If one 
considers the French pre-war imports of gold bullion this view 
seems to lose its justification. Notwithstanding the heavy 
caf)ital export of the pre-war period, Franco never found it 
necessary to export gold. On the contrary, the excess of gold 
imports were of an appalling magnitude ^ in millions of dollars : 


1900 

. 64 

1903 

. 36 

1906 

. 62 

1909 

. 3.) 

1912 

. 42 

1901 

. 65 

1904 

. 103 

1907 

. 66 

1910 

. 11 

1913 

. 99 

1902 

. 61 

1905 

. 126 

1908 

. 192 i 

1911 

. 24 

1914 

. 149 


It may be objected that before the war Franco had a gold 
specie circulation and that a tremendous though unsuspected 
hoarding of gold was going on, which is not the case now. This 
objection does not hold. If the gold imports into France at the 
present time are due to the need of the French banks to strengthen 
their reserve positions (because, for instance, of hoarding of 
paper money)— a view which is held by the same authors- -the 
problem is still the same, and increased foreign lending sufficient 
to absorb the favourable balance entirely is not possible. The 
building up of a broad international credit market may mitigate 
the immense potential dangers of the huge and ever-increasing 
French short-term balances, but will not reverse the gold flow. 

The preliminary problem is, therefore, to determine whether 
or not the demand for gold is a demand for currency or represents 
the accumulation of a potential reserve duo to lack of foreign 

' In such case tho French banks, if they do not want to assume excessive 
exchange risks (t.e. go short on francs), must convert those assets into francs, 
and cannot stop into tho breach by holding them for their own account, giving 
the former owners credit in francs. This conversion causes an appreciation of 
the franc, and a gold import, since franc exchange, as the balance of payments 
shows, is not forthcoming. 

• Royal Ck)mmiBBion on Indian Currency and Finance ; testimony of the 
American experts, p. 290. 
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lending by the depositors which the banks do not venture to do 
on their own account. 

If we remember the factors which influence the reserve re- 
quirements of the credit banks ^ we can point to certain indications 
which may help us to answer this question. The interpretation 
of continental bank balances is always difficult, since one never 
knows what items are included under the several headings. In 
spite of this difficulty an analysis may indicate certain trends. 
If the banks had not been prompted to import gold to meet the 
actual needs of their reserve positions, an import of gold would 
show (if the short-time foreign loans are not included in the item 
“ especes en caisse, en banque et coupons,” which they probably 
are not) a heavy increase of their cash along with an increase of 
their liabilities.* In this case the cash ratio would be increased. 
If, however, gold imports arose from loss of reserve, we should 
find that in spite of the imports the cash will not have correspond- 
ingly increased, or will have decreased. The volume of deposits, 
of course, will show the same movement. 

The actual figures are as follows (in million francs) : 



Jan. 

Feb. 

Mar. 

April. 

May. June. July. 

Auff. 

Sept. 

Oct. 

Xov^. 

Dec. 

1930 

1029 

1928 

. 2-812 

. 2-710 

. 3718 

2-797 

2-onK 

3’218 

3 226 
2-GU5 
2-999 

2-390 

4-024 

Cash and coupons. 

2 U26 2-813 

3-148 3-263 2-750 

2-527 

2-893 

2-356 

2-161 

2-342 

2-632 

2-315 

2-460 

2-827 

2-735 




Deposits and creditors in current account. 




1930 

1939 

1938 

. 84 889 

. 35-733 
. 27-83i 

36 266 36 205 
30-154 34-881 
27 709 28-463 

31-248 

30-246 

34-420 34-400 33-609 
34-884 33-876 34-447 

32- Sil 

33- 971 

33-119 

33-541 

34-005 

34-171 

31-200 

34-573 

34- 065 

35- 372 


The deposits and the reserves of the banks not only do not 
show any increase as a consequence of the import of gold, but 
an actual decrease. The same is true of the reserve ratios. 




The Reserve 

in 

% oj Deposits.^ 



I. 

14 

1927 ; I. 

18 1 

1928 : I. 

20 

1929: I. 

15 

III. 

14 

III. 

27 1 

III. 

IS 

III. 

14 

VI. 

15 

VI. 

40 

VI. 

18 

VI. 

14 

IX, 

15 

IX, 

31 

^ IX. 

16 

IX. 

14 

XII. 

16 

XII. 

23 1 

XII. 

18 

XII. 

14 


While in the year of actual stabilisation the foreign exchange 
sales had the expected “ glutting ” effect and the reserve ratio 

' For our purpose an analysis of the statements of the four big joint stock 
banks (Soci^tds do Credit) is sufficient. Not only do these great institutions 
handle far the greatest part of the country’s credit, but only tliey give monthly 
statements. Moreover, it is probable that changes in their accounts are typical 
of those of the Banques d’Affaires. 

* Or a decrease of balances with correspondents. 

* Joan Loriot, “ Les Banques,” Revue d' J^conomie Politiij[uc, 1930, p. 6-12. 

No. 159. — VOL, XL. ° ^ 
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increased rapidly, the data of the last two years show a decisive 
downward trend. The fact that banks tried to foster the dovelop- 
niont of the inter-bank clearings in order to be able to reduce 
their balances at the central bank is a significant sign of 
pressure.^ 

The increase of the gold stock of the nation did not augment 
the cash of the banks, thus making a credit expansion possible, 
or, if it did, the liquidation was much heavier : the existing 
deposits became more active,** and therefore a greater proportion 
of them had to be paid out in cash. It seems, therefore, as if 
the need for cash was the primary, the gold import the secondary 
development. 

The next question which arises is, w'hat became of the original 
cash-reserves of the banks ? What caused the need for additional 
cash ? 

Let us inspect tlie first of the possibilities : the circulation of 
the bank-notes of the Ihinque de Franco : ® 

(Monthly avorugroiu uiilUon frunos.) 

1. 11. 111. IV. V. VI, VXI. VIII. IX. X. XI. XII. 

1930 . e0’407 69 623 70 189 7M23 

I9i0 . ri2-9.s;i (jaoiM ii.3-2.'u AS-nu os-nso oi-iio fin ’jts en-sos tuiiw v,7-0i!i 

luas . oT'S?'/ tiO VJO 01065 61635 Ol SiO 61050 63 '260 

Knd of May 1930 73 07 9 

Juno 1930 72*5nl 

.luly 1930 . . . , . 72' 110 

Axiguat 1, 1930 . . . . • 74 Ong 

The increase was uninterrupted and amounted on the average 
to about 500 million francs a month. It may be wortli noting 
that in the first few months of 1929 it was very slow and that now, 
after the rather rapid increase in the last month of 1929 and the 
first months of 1930, it shows a relative stability fluctuating 
around 72,000 millions.^ If the changes in the second very 
important factor are taken into consideration the jiicturo becomes 
clearer. 

' “ Lo marcho inont^tuiro ot lea changes,** Htvut tVJ&con. Pol,^ 1931), p. 489. 

» The cause of this activity was probably tho increase of security issues 
which tranaferrod hitherto “ unuaod ** depoaita to tlie ontreproiiours, who paid 
them out in tho form of wages. 

* The gold reserve of tho iianque do Franco (in million franca): 

1930 . 42 676 42 924 43 814 42-342 

1929 . 3'3-u92 31-022 31-U8G 31-850 38-&i2 36-611 36-849 38-&&H 39<127 39-84& 40-566 41-350 
1028 . „ ,, „ „ 28-962 29-640 30-265 30-629 30-730 31-064 31-793 

Kud of 3fay 1930 43-800 

Jiiuc 1930 4t-0&2 

July 1930 4.'i-283 

Aiigiidt J, 1930 •iO-UOl 

* In the first weeks of August there was again an iiicreaao of obout 2,000 
million francs. 
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Balance of the Treasury and the Caisse ^ autonome at the Bayique de 
France (in million francs). 

1»30 . 10-808 9 676 7 698 6 476 

192U . 12-263 12-608 11-487 11-742 11-624 11-437 11-927 13-423 13-771 13-238 13-770 12-672 
1928 . $'556 $' 66 $ 3 979 3'548 3-326 $-343 7903 10’ 125 10-678 11-608 12-766 12-574 

End of May 1930 5-363 

June 1930 ..... 1-937 

July 1930 y.l32 

August 1, 1930 8-900 

If one compares the two series it seems to be convincing 
that an abrupt and heavy disbursement of public funds — ^primarily 
caused by the redemption operations of the Caisse — almost 
always brings about an increase of the note circulation. This 
phenomenon gives the impression that a hoarding of currency is 
going on. If this bo true, a further almost unlimited currency 
demand is impending and the prospects for any improvement 
are rather gloomy. There are, however, other factors to consider. 
First, one must not forget that the French inflation, like every 
other one, considerably decreased the aggregate real value of the 
volume of the media of exchange. The aggregate currency 
circulation (including the gold specie in circulation) amounted 
before the war to 12,000 ^ million pre-war francs. The real 
value of the circulation in 1926 w'as but 7,000 million pre-war 
francs. If we take into account the increase in the territory and 
production of France as contrasted with the pre-war state of 
affairs, a circulation of 70,000 million new francs does not seem 
to be excessive. A building up of “ till ” -money cannot be 
regarded as simple “ hoarding,” because it is found to be completed 
in due course. The interesting fact that the cost of living not 
only did not, like the wholesale prices, show any decrease, but 

^ The autonomous Caisse was founded by the constitutional law of August 
1 0, 1926, to handle the greater part of the floating debt represented by the so-called 
Sons de la Defense Nationale. Certain revenues have been set aside to insure 
the working of the Caisse. An extremely skilful consolidation policy reduced 
the charges of the debt service, and the revenues , proved far above this need (as 
against an originally presumed deficit which would have been covered from 
ordinary budget receipts). The law of December 30, 1928 (Sect. 96), therefore 
authorised the Caisse to redeem Government securities by purchase on the 
stock exchange, and Article 4 of the law April 7, 1930, ratifying the Young plan, 
gave it full powers to undertake consolidation and redemption operations. 

• It is true, however, that in the figure of 12,000 million pre-war francs, an 
unknown amount of gold-coin hoards is included. The estimate of M. Pallain 
of the gold in circulation was 2,000-3,000 million pre-war francs (National 
Monetary Commission, ibid., p. 218). This estimate is too low. It is probable 
that the pre-war gold stock of France (outside the Banquo de France, which 
held 3,200-3,500 millions in the years 1910-13) was around 5-6,000 millions. 
The estimate of Mr. Edie {Ca^piUtl, the Money Market atui Gold, Chicago, 1929) of 
1,900 million dollars (p. 25) is rather too high. 
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increased from 111a j^ear ago to 115 in the first quarter of 1930, 
tends to bear out this assumption. The considerable increase 
in wages from 600 to 660 between Oct. 1928 and Oct. 1929 
strengthens this view,^ the more since employment, as shown by 
the increase of foreign labour, increased last year. As, however, 
the transport data and the consumption of coal show some 
slackening in the pace of production in the early summer of 
1930, the action of the note circulation in the next few months 
may give a clue to the solution of the question whether the 
savings of a broad strata of the French population take the form 
of hoarding to any considerable extent. 

The peculiar structure of the French savings banks - affords 
some additional explanation of the a])parent inability of tlio 
French banks to expand their credits, and of their urgent need 
for strengthening their reserve position. The savings banks, 
both the ‘‘ Caisse nationale ” and the provincial “ Caisses 
ordinaires,” have to transmit their deposits to a Government 
office. This office, the ** Caisse dcs depots et consignations,” 
invests the funds for the account of the savings banks in Govern- 
ment securities, or bonds which are guaranteed by the State and 
in obligations of certain imblic corporations, and the Credit 
Foncier. A reserve rnaxirniim of 10 per cent, of the de])osits on 
January 1st of every year is kept in cash. Of this amo\nit 
100 millions may be left with the Treasury, the surplus has to be 
deposited with the Banque do France. The Government ollice, 
because of the low liquidity requirements, is able to pay a rather 
excessive rate of interest. Even for the present year this rate 
was fixed at 4 per cent. The “Caisse nationale” gives 3}, the 
“ Caisses ordinaires ” per cent, to their depositors.’* The 

deposits are due on demand. The law^ of August 20, 1926, fixed 
the maximum amount of deposits for the accounts of individuals 
at 12,000, and of corjjorations at 50,000 francs. Since the great 
banks do not and cannot pay more than 1| per cent, on sight 
deposits, the results are obvious. The rather high maximum 
and the possibility of having several accounts enables many to 
use the savings banks as a dci)ository of their working cash 
reserve. The “ Caisse nationale ” especially shows a large 

* “ Los Salairos,” by Jules Dunic : Revue, d' Economic Politique, 1930, p. 057. 

‘ The savings bank system is regulated by the law of August 6, 1895. 

® This is even higher than it lool^, because the interest on savings deposits 
enjoys special privileges with respect to taxation as contrasted with the bank 
deposits. The prohibition to draw cheques against savings deposits is not of great 
im|K}rtanco in France, especially since transfers can bo cilccted by other means. 
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turnover which proves this point. As may be expected, the 
increase of these deposits is imposing : 

(In million franca.) 

1930 . 32-728 34-117 

1U2‘J . 27-735 2S-191 28-455 28-597 28-777 29-013 29-3G0 29 »'.93 291)01 30 219 30 570 32-293 
1928 . 22 099 23 073 23-6S4 24 059 24-220 24-462 24-836 25-290 25-637 25-S95 26-059 27-301 

The limitation imposed upon the investment of these funds 
thus brings about the “ sterilisation ” of a rather large amount 
of currency. It flows from the savings banks by way of the 
Treasury through redemption to the “ rentitn-,” and comes back 
again to the savings banks or swells the hoards. The reserve?, 
of course, remains immobilised at the Banqiie do France. Thoiigli 
the maximum reserve ratio of 10 per cent, is not reached, own the 
locking-up of 6-7 per cent. — which is the present ratio —has a 
considerable effect. The contrary changes in the “ firivato 
deposits ” of the Banque de France,^ which include this reserve 
as well as the deposits both of the banks and of the other clients 
of the central bank, throw light on this important source of the 
demand of the banks for cash. 

The stagnation of the gold imports in the first months of this 
year and its coincidence with the huge reduction of the public 
deposits clearly points to the fact that the Treasury operations 
play quite an important role in the situation. Ueturning to the 
table on p. 449 we see the enormous fluctuations which this 
account underwent. It dropped from 0-556 in January to 3-320 
in May 1928, to increase to 13-770 in November 1929 and to fall 
back to 4-937 on June 27, 1930. It stands now again at 9-131 
millions. The abruptness of the changes is remarkable. 

The origin of these huge balances is well known from the 
history of the French stabilisation and need not bo gone into. 
The fear of any set-back and previous unhappy experiences gave 
an enormous impulse to the funding oj)eratious, and retarded 
any lowering of the taxes. - 

The accumulating funds can only slowly he mobilised by the 
systematic buying of Government securities on the stock exchange, 
which helped the realisation of the second aim of the executive, 
namely, the lowering of the interest burden; since more than 

^ The private dopoaits at the Banquo do Franco (in million francs) : 

1«3() . 7-504 7-640 7-816 7-146 . , , 

1929 . C-712 6-477 6-72S 6-675 7 071 6-7.32 6-564 C-TJl r>-’»02 6--:4.8 i-S.S <-138 

195^8 . 3-890 3-989 4-016 5-115 6-002 5-322 6 005 5-624 5-457 5-MJ3 6-000 6-707 

End of Miiv 1930 9-688 

June 1930 9-797 

July 1930 7-9-J5 

August 1, 1930 6-192 

* Theao considerations are also rcs|Hinsiblo for tho policy of the savings 
banks. 
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70,000 million francs will become due next year and in 1932, it 
is not probable that this policy, which has already produced such 
remarkable results,^ will be discontinued. Indeed, as the huge 
balances of the Treasury gave rise to violent attacks, they have 
been reduced by tax reductions, by increased expenditure, by the 
alteration of the fiscal year, and by j^ledgirig the remainder to the 
so-called reconstruction plan. But as these funds dwindled, they 
have been replaced from the proceeds of the reparations loan.^ 

In these circumstances it could not have been expected (and 
it cannot be expected) that any attention Avould be paid to the 
consequences of the fiscal operations on the banking structure,^ 
and a repetition of disturbances of this kind must bo anticipated. 
The only possibility open to the Treasury itself for the avoidance 
of tension would be to keep the resulting balances with the credit 
banks instead of the Banque de France, an obviously impossible 
expedient in France.'* 

The borrowings of the other clients ^ — the advances on 
securities of the Banque consist mainly of such loans, and can 
be taken as representative — though they increased considerably 
last year and this level w'as maintained this year, are apparently 
insufficient to procure enough cash for the whole system.^' 

We may now briefly summarise our results. We found that 
the gold demand is clearly arising from the need of the great 
joint stock banks to rc])lonish their cash reserves. This need 
w'as accounted for by a rise of the note circulation, by the peculiar 
structure of the French savings bank, and last but not least by 
the operations of the Treasury and the “ Caisse autonomo ” in 

* The rate of capitiilisation of the debt was lowered from well over S per cent, 
in 1926 to little more than 4 per cent, at the present. 

* The continuation of redemption operations with a view to lowering inten*Ht 
charges — jxjlitical reasons apart — made the flotation of the reparations loan so 
important to France. At the sumo time it provided the French investor with a 
new high-yield security. 

® The flotation of the reparations loan and the operations of the “ Caiss(5 
autonomo,” which led to an excess of issues of ” Bons ” over rodempiions, with- 
drew over 4,000 million francs from the market. Thero can bo little doubt that 
this was the main cause of the recent gold imports. 

* A method often used in U.S. 

® The direct loans of the central bank in the form of rediscounts are probably 
not very considerable. It is rather more difficult for a private client to obtain 
credit on rediscount. The supply of bills with throe good signatures is not grout, 
and the procuring of the necessary securities to replace the third signature is 
rather an impediment for the business man, who probably prefers to use those os 
a basis for an additional loan, rediscounting his bills with the credit institutions. 

“ It must bo remarked that the quite unnecessary disturbance of London 
during the issue of the shares of the B.I.S. was entirely duo to tho Banquo de 
France. Tho Banque, quito unnecessarily, stipulated JuU payment for every 
subscription, though a considerable over-subscription had to be expected. This 
locked up about 6,0(M) million francs, since tho issue was 168 times over-subscribed. 
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order to convert and fund the national debt and lower the interest 
charges. It is not yet clear whether and to what extent the 
increase of the volume of the note circulation is caused by hoard- 
ing. The huge increase in capital flotations and savings deposits 
seems to indicate that such hoarding, if any, cannot have been 
very extensive. This conclusion was borne out to some extent 
by the fact that the increase of the bank-note circulation can be 
partially accounted for by the increase of employment, wages 
and cost of living. 

The question arises why this strain on the reserves of the 
banks did not find any expression in the money rates in France. 
Why was the market in spite of this occurrence apparently 
glutted? This lack of sensitiveness is one of the symptoms of 
the disorganisation of the Paris money market resulting from the 
inflation, which has lately been extensively studied.^ In this 
connection, therefore, only a few relevant facts need be men- 
tioned. The call loan market, which in other countries plays 
such an important role, is very narrow in Paris. Before 1924 
there was such a market based mainly on loans procured on short- 
term Government bills. At that date, however, the Banque de 
France excluded these bills from the list of securities on which 
loans could be obtained, because of the danger that these funds 
would bo used for bearish operations against the franc. The 
market never recovered from this blow and became. Cvspecially 
since the Banque de France last year allowed sliort-term borrow- 
ings on commercial acceptances, almost entirely nominal. The 
big banks do not like to borrow from each other and resell bills, 
and there are no intermediaries, bill brokers, who would supply 
the necessary element of elasticity It seems im])ossible, on the 
other hand, that bill-brokerage could be introduced without 
giving to the Banque do France a discretion to purchase ])rimo 
paper under her bank rate. To form a short money “ pool 
without the aid of the Banque is not feasible. Its aid, on the 
other hand, cannot be useful if its rate i^the same as for ordinary 
trade bills (or if it is increased by a commission of J per cent., as 
is now done on short-term loans). The apparent low rates on 
acceptances do not have the significance commonly attributed 
to them.® The high fiscal charges, which were cut down only 
at the end of last year, the high commissions charged by the 
banks and their apparent unw'illingness to provide adequate 

' V, Kicard, “ Lo march6 monn^t 4 iiro et lea changoa,** Revue tVl^con. Pol.^ 
1929, p. 438. VEurope nouveUe : ” La n^orgnnisation duo March4 de Paris,** 
January 11, 1930, No. 622. 

* It has to be remeinberet), also, that tho discount chargod on the open 
market on prime bills for the flrst oighi days i.s tlie bank rato. 
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facilities, render these rates nominal and not comparable with 
the rates of other markets. This is the more true since during 
the period of money tension the banks refused to buy, from certain 
countries, drafts at the market rate, a discrimination which is the 
more inexplicable and irritating since these drafts have been 
accepted by the same institutions. 

These and other reasons ^ are responsible for the apparent 
inability to expand the market. Since, however, the banks 
look for a safe and short-term investment for their funds, this 
scarcity of prime bills, made acute by the conversion and funding of 
the ‘‘ Bons,” lowers the rate of interest, and compels them to hold a 
greater part of their secondary reserves on foreign money markets.- 

The market rates, therefore, have not the same significance as 
the market rates in England or in the Eastern States of the U.S. 
The bulk of the business is done on very much higher rates. 
The interest charge of the great joint stock banks on two-named 
pa])er is generally J per cent, above the bank rate plus a commission 
of 1 per cent, per quarter. The basic rate for advances on securities 
is J per cent, above and, in open accounts, 1 per cent, above the 
rate for advances fixed by the Banque do France augmented by 
1 per cent, quarterly.^ These rates, however, may bo regarded 
as minimum rates on good names. The interest charges of the 
provincial banks are considerably heavier. 

If now the central bank, through its own operations, does not 
or cannot come to the aid of the banks, these must, in order to 
obtain currency, either obtain credit or liquidate their foreign 
assets.'* In most countries, how'ever, the great banks do not care 
to borrow’ at the central bank — the less if they have ample 
secondary reserves which they can mobilise without such 
borrowing.^ This is the case in France too, especially if the 


' There is, for example, the (lifTieulty of tho antiquated provisions of the French 
law with respect to tho pledge of securities {gage). Only tho Banquo do France 
and tho Credit Foncior are exempt by special ordinances from those regulations, 
which forbid tho sale of tho pledged securities without previous judgment. 

2 Tho amount of tho “ Bona ” decreased through redemption and funding 
from 48,261 in 1926 to 28,792 millions in 1929. The short maturities have been 
entirely eliminated because of tho previous bad oxperiencos. Since June 2, 
1928, only “ Bons ” of two years are in circulation. The chase of the banks after 
bills which have only a short time to run became proverbial. A similar develop- 
ment could bo noted on tho London market early this year. Tho apparent 
fallacies leading to this policy cannot be discussed here. 

® The spread between these rates and tho bank rate seems to have increased 
last year. This is one of the effects of tho policy of the savings banks, which 
forces up deposit rates. In Germany and also in other countries the same 
development may bo remarked. 

* cf. Note 1 on p. 440. 

* The borrowing is then effected by someone else, or gold imports take its place. 
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differences between the foreign market rates and the domestic 
bank rate are not very large, ^ at least as far as the joint stock 
banks are concerned. This feeling may bo explained by tradition 
and prestige. An additional cause is the fear on the part of the 
joint stock banks of the competition of the Banque de France. 
Since the branches of this institution (18 in the capital, 159 in the 
provinces, and 483 other offices) handle the same business as the 
branches of the banks, ^ this fear cannot be dismissed as altogether 
unfounded.® At any rate we can discover an intimate relation- 
ship between the gold imports and the level of the rediscounts at 
the Banque de France. In the autumn of 1928, when the redis- 
counts were still at a low level (because of the results of the 
foreign exchange sales), the gold imports wore almost exclusively 
due to the conversion operations of the Banque de France. This 
situation altered completely in 1929. The rediscounts, for the 
reasons discussed, reached the high level of 9,703 millions in 
November. A heavy inflow' of gold, not prompted by the Banque 
de France, ensued.^ When the disbursements of Government 
balances reduced rediscounts successively to 5,050 in April and 
4,598 in the middle of May, gold imports ceased almost completely. 
The subscription of the shares of the B.I.S. raised the debt of 

1 VVhioh was tho case in tlio end of 1928, when the Hanquo de France was 
enabled to liqiii<iato its foreign exchange loans by selling them to tho banks, which 
in turn procured tho necessary cash by rediscount?. T'he same occurred again in 
tho hist quarter of 1921), Tho present small margin between the rates in Paris 
and London has been responsible that there was no marked back-flow of money 
after the completion of tho disturbing fiscal and financial operations. .Another 
reason for this phenomenon is that the relCiiso of cash was almost always 
<’ounteractetl by the iiicreaso of circulation. 

® V, the testimony of M. Pallain, National Moiielary ComTni.ssion, ibid., 
pp. 192-3. 

® Tho banks discount their small bills with tho Uancpie, which thus provides 
them with an efficient and very cheap collection machinery. Tho amount of 
these bills tends to bo constant and cannot provide for any exceptional needs. 

Advances on securities do not come into consideration as a source of additional 
cash because of their oxponsivencss. At tho im'seiit moment their rate is 
per cent. 

* It is probable that tho crash in New York which reduced money rates was 

an additional cause. 

Discounts and advances of tho Banque do Franco (in million francs) : 

Diacoanta: 

1030 6*912 6684 6*050 

1929 4*464 4-656 6-200 6-9-10 6*190 6-963 7-852 8-3t)5 8-157 S-548 9-703 8 012 

1928 2-660 1‘660 1601 1-044 2-2.12 2- -371 2-493 2-521 2-932 3-501 3-960 i-VJo 


Advances : 


1930 

1929 

1930 

. 2*608 2*668 2 578 8 641 

. 2*226 3-310 2-361 2-36.5 

. 1-713 1-723 1-740 1-750 

3-398 2-380 

1-769 1-662 

2-438 2-421 2-134 O-JiOl 
1-930 2-004 2-015 2-127 

2-591 

2-239 


Discounts : End of May 1930 . 

June 1930 . 

7-617 

6-176 

End of July 19.30 

A\iv;uHt 1, 1930 

C-058 

4-805 


Advances : End of Ma7p930 . 

June 1930 . 

3-641 

2-693 

End of July 1930 
Auguat.l, 1930 

2-683 

‘J-8i 1 
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banks to almost 9,000 millions, the drain on foreign gold reserves 
began again, and continued when the floating of the reparation 
loan and other fiscal operations kept the level of rediscounts 
between 6,000 and 7,000 millions in July. 

The central bank (by purchases of Government securities or 
acceptances — as is done in London or New York — or foreign 
exchange — ^as the central banks of the gold exchange standard 
countries do) could indeed create additional cash without any 
disturbance to the home or foreign money markets. In fact 
these open-market operations are successfully employed in 
London and in New York to counteract the otherwise stiffening 
effect of fiscal operations of gold-efflux, if the authorities do not 
wish an increase of interest rates. The same aim would be 
reached, of course, if the Bank would undertake “ report 
operations (i.e. cash purchase of securities and foreign exchange 
with a simultaneous forward sale). 

This expedient, however, is not open to the Banque de Franco. 
The 8th article of its original charter of January 16, 1808, limits 
her activities to those expressly allowed by the law. But the 
charter and the subsequent laws do not contain any permission 
to undertake open-market purchases. This restriction is rendered 
complete by the express prohibition against quoting different 
interest rates on the same kind of operations to different clients. 
Thus, even if there was an organised money market in Paris of 
a sort comparable with that in London or New York — and this 
is not the case (partly just because of these shortcomings of the 
Bank-charter) — the Banque de France could not make competitive 
bids to secure bills on the open market so as to alleviate a tension 
in the market. 

The permission to sell and purchase the “ Bons of the 
“ Caisse autonome,” handed over in place of the Government 
obligations which served as a security for advances made by the 
bank to the State for the purposes of allied Governments,^ is of 
no use, since the Banque never sold any of those bonds. 

The bank, therefore, cannot carry on any open-market policy 
to provide for the need for additional cash. A direct intervention 
on the foreign exchange market which was allowed by the law of 
August 7, 1926, is no longer possible, since the new monetary 
law of June 25, 1928, expressly abrogated this permission. If 
the Banque refrained this year from the liquidation of any of 

^ Article 3, Convention of June 23, 1928, between the Government, the 
Banque de France and the “ Caisse autonome ” ratified by the monetary law of 
June 25, 1928. See the Annual Report of the Banque de Franoe for 1929, p. 23. 
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its own foreign holdings in order not to aggravate the gold move- 
ment, this was the most it could do. Any active help to the 
market has been made impossible. 

The liquidation of the foreign balances of the banks must 
necessarily lead, therefore, to gold imports, and one does not see 
how this liquidation can be brought to an end in the present 
situation. 

It is, on the other hand, of the utmost importance that these 
gold imports, which are an additional factor of disturbance in a 
very grave economic situation, should come to an end. This is 
not only in the interest of the world at large but also in that of 
France. If that country has not yet been subjected to the world- 
wide depression, it seems hardly possible that a continuation of 
the crisis will not have any effect on her prosperity. The state- 
ments of responsible statesmen show that they are well aware 
of the truth that a failure of France to co-operate in the main- 
tenance of economic stability and in overcoming the present state 
of depression, far from enhancing her already splendid economic 
and financial position, can only harm her own development. 

It cannot do any good, hoivever, if the French authorities 
merely stress the fact — as they like to do ^ — that the French gold 
imports are due to “ natural causes,” to the automatism of the 
gold standard. The tendency to deprecate the idea of conscious 
management of monetary development (while it can be under- 
stood after the many cases of mismanagement) is very dangerous, 
because it may easily lead to emotional excesses. 

The scientific and quasi-scientific attacks - on the gold exchange 
standard, w'hich mistook the difficulties which occurred in in- 
dividual cases for shortcomings of the system, have already led 
to most serious consequences in increasing quite unnecessarily 

' Roport of the Banque de Franco for the yoare 1928 and 1929. This tendoncy 
is apparent also in many French scientific publications. 

This passivity towards gold movements is not quite as impartial as tho French 
sources like to stress. Tho bank indeed did not^inder tho influx of gold. As 
soon as tho exchange rates went against France, however, tho bank sold foreign 
exchange and hindered the export of gold. Tho contradictions of its n'ports 
for 1928 and 1929 are apparent in this resi:>ect (1929, pp. *1-8, and 1928, pp. IS'2()). 
The artificial narrowing of the gold points was another step in this direction, 
because it encroached upon tho well-known forces which tend to bring about tho 
equilibrium in international payments without gold movements {v. A. Lans- 
burgh, IntenuUionale Bank und Ooldclearing, Franefort, 1929) {ibid., 1928, p. 8). 
The refusal to accept standard gold (which, by the way, cannot bo based on any 
French law) was probably not due to the desiro to limit the gold withdrawals 
from London. 

• A typical example is Mr. Mlynarsky’s book on Gold and Cniiral Bank^, 
1929 . 
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the scramble for gold. The failure of intervention now may cause 
further disturbances of the first magnitude. It can be easily 
understood that the French legislators, still under the impression 
of a devastating inflation and the unpleasant task ahead of 
ratifying and perpetuating a devaluation of the internal debt to 
one-fifth of its nominal value, wanted to exclude any jDossibility 
of a recurrence of a depreciation of the currency, and embodied 
their inborn distrust of the authorities in restrictive regulations. 
But it would bo a grave error to suppose that they had the 
intention of causing a severe deflation with equally disastrous 
consequences. Indeed, they even took the possibility of the need 
to undertake open-market operations into consideration. Article 
J) of the convention between the bank and the State of June 211, 
1928, expressly allows the bank to purchase short-term securities 
and bills for the account of foreign central banks on the open 
market. These can bo repurchased, if necessary, by the bank. 
This permission was inserted not only so as to be able to accord 
to foreign central banks facilities similar to those which they 
granted to the bank, but with the intention — as M. Moreau, the 
Governor of the bank, declared at the general meeting ^ on 
January 31, 1029 — ‘‘to enable the bank to undertake direct 
interventions on the short-term capital market by selling or 
purchasing securities, thus facilitating the control of the market, 
one of the foremost duties of the bank.” 

The history of the Banquo do France, on the other hand, does 
not lack examples of direct discount credit to foreign central 
l>anks in order to mitigate the tension on the international mon(\v 
market.*^ Both expedients offer a way out of the present dead- 
lock, since the proceeds of these inter-central bank credits could 
be used (cither by depositing them with French banks or by 
purchasing French short-term securities or foreign exchange) to 
satisfy the need for currency without a drain on foreign markets. 
At the i)rcsent moment, however, it seems improbable that any 
foreign central bank would care to resort to either facility, not 
only because of prestige but also from political considerations. 
The creation of the B.I.S., however, provided the world with an 
instrument admirably fitted for purposes like the solution of the 

> Report of tho Banque do Franco for 1928, p. 16. 

* During tho Baring crisia (1890) tho bunk shipped 76 million francs against 
tho pledge of 3 per cent. Treasury bills (Ramon, Hiatoire de Ui Banque de France, 
p. 400) in 1906, and again in 1907 she placed gold to tho disposition of tho Bank 
of England, rediscounting English commercial paper (Conant, History of Modem 
Banka of laaue, p. 716), an operation which was repeatedly used to counteract the 
draiii on the English gold reserves. 
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present problem. The activities of the B.l.S. are not as strictly 
limited by tradition as those of other central banks. The political 
objections, which would most certainly be very keen if a foreign 
central bank were granted credit to be used for intervention 
against the continuation of gold imports into Franco, could also 
easily be overcome with this solution. The statutes of the 
B.l.S. provide the central banks with an absolute power of veto 
against any operation in their respective countries which are 
regarded unfavourably by these authorities. It would be, there- 
fore, apparent to everybody that the operations are conducted 
with the express consent and under the supervision of the respon- 
sible French circles. This guarantee will not fail to secure to 
these measures the necessary general approval, which on other 
occasions was easily obtained.' 

Since the B.l.S. probably docs not have enough commercial 
bills, the adoption of the first exj^edient would be better. The 
working of this mechanism is very smooth. The French balances 
of the B.l.S., if any, could bo used as an initial fund, or an advance 
against securities could be obtained. ^Vith this money (because 
of the scarcity of French acceptances) “ Eons of the “ Caisse 
autonome ” or English commercial bills could be purchased. 
Through the resale of these bills or securities to the Banque de 
France the revolving fund could be replaced and the operation 
repeated.2 It may bo remarked that no objection could be 
taken against the rediscount of English bills by the Banque do 
France. Sub-section 4 of the law of December 29, 1911, allows 
the rediscount of bills jxiyable in foreign countries. No regula- 

* The French Chamber rejcclod in 1891 with 419 vott« against 29 a motion of 
censure moved aguinat the Banquo do France becaubo of its intervention in 
favour of tho Bank of ICngland. — Ramon, ibid., j). 400. 

* It may be pointed out liero that such intervention docs not mean any 
change as far as tho Frcncli internal monetary situation is concerned. These 
O]>orations only serve to furnish funds which otherwise would have been procured 
by gold imports. A direct intervention on the foreign exchange market, tho 
purchase of Knglish bills, is much tho safer wmv to insuro this condition. This 
was amply demonstrated by tho American expcriiJfont of 1927. In that case the 
Federal Reserve Bank brought about gold ex]X)rts by artificially diminishing 
money rates through open-market operations. Tho fumls thus created not only 
flowed to foreign countries but stimulated a tremendous stock-market inflation. 
Tho help afforded by tho gold “ dishoarding ** was thus turned into a peril which 
more than over-compensated the beneficial effects. It is to bo hoped that a better 
knowledge of tho shorU^omings of tho gold standard will furnish us in tho form of 
well-planned interventions on tho foreign exchange inarkf*t combinctl — if neces- 
sary — with restrictive open-market o|>eration8 (i.r. tho purchaso of foreign 
oxchango with simultaneous sale of homo bills or Government securities, wliich 
would be possible in Franc© too) a better technique to overcome international 
monetary entanglements without causing internal troubles. 
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tions mention, moreover, that bills have to bo drawn in francs. 
As a matter of fact, the bank rediscounted, until recently, bills 
drawn in foreign currencies and payable abroad.^ Thus there 
docs not seem to be any technical obstacle to a quick relief from 
the present unsatisfactory situation. 

Such relief is more than warranted. Whether the French 
gold import is due to need for cash or whether it is due to the 
repatriation of French funds, it is urgently desirable that this need 
should bo satisfied without gold imports, the foreign balances 
being taken over against organised lending by a central bank (or 
the J3.1.S.). If the former assumption is borne out, which seems 
to be the case, the solution can only lie — since a speedy alteration 
of the charter of the Banquo de France is out of question — in the 
adot)tion of the above expedient. If the latter assumption be 
proved, a temporary use of it seems to bo necessary, because the 
building up of an ample credit market is not a matter of days 
and weeks but of years.- 

Thomas B.vlooh 

University of BudapesL 

^ Banque fJe France : Lea operations a Paris et dans sea siiccursalcsf Puris, 
Mare 1929, p. 8. 

* Kspecially if tho technical, psychological and political diillcultios aro borne 
in mind. Tho speech of M. Paul Reynaud in Kpinal, while it is coinmendublo 
because of tho spirit of co-operation oxpressc<l in it, docs not enhance the hopes 
for a speedy beginning of a French capital export, oven if ono disrogurclH c^r 
minimises the other very grave problems. 



FINE GOLD V. STANDARD GOLD 


The process of evolution of the post-war system of gold 
standard is still far from concluded. Now situations continue 
to arise from time to time, and experience often compels us to 
modify our theories, or at least to complete them with essential 
additions. One of the most interesting and most complicated 
situations ever faced by currency experts has been brought 
about by the decision of the Bank of England on June 6 to pay 
out only bars of standard fineness (•916|), and the decision of 
the Bank of Franco not to accept bars of a fineness inferior to 
•995. As a result, gold withdrawn from the Bank of England 
has to bo refined first before it can bo delivered in Paris. This 
means additional expense and delay, in consequence of which 
the gold export point of the sterling-franc rate declined from 
about 123*89 to a figure that depends upon the refining charge. 
As the refining charge is subject to frequent alteration the gold 
point changes accordingly. 

In addition, even this variable gold point (which may be 
named ** relative gold point holds good only for an amount of 
about £250,000 per day, which is about the limit of the total 
capacity of refiners in London and Paris. Thus, if on any given 
day the demand for francs exceeds that amount it may bring 
about the depreciation of the exchange considerably below the 
rate which is the gold point for £250,000 on that particular day. 
This seems to give the impression that, for amounts exceeding 
that figure, there is no gold point at all, and that, in case of 
particularly heavy demand for francs, sterling may depreciate 
to an unlimited extent. This is a mistake, however, whicli is 
rather dangerous, as it tends to undetmine confidence towards 
sterling. The fact is that the sterling-franc rate continues to 
have an absolute gold point for the transfer of unlimited amounts 
of gold, which is determined by the cost of triangular arbitrage 
operations. As the Reichsbank, for instance, is prepared to 
accept bars of standard fineness and is also prepared to pay out 
fine gold bars, the lowest rate to which the sterling-franc rate 
can decline is determined by the expenses of the shipment of gold 
from London to Paris via Berlin. This rate is calculated at about 
123*45. In practice, of course, if such operations were to be 
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carried out on a large scale, the depletion of the Reichsbank’s 
hue gold bar stock would compel it either to stop accepting bars 
of standard fineness or to stop paying out bars of -995 fineness. 
Two of the central banks, the Swiss National Bank and the 
National Bank of Belgium, have, in fact, already resorted to the 
former alternative in anticipation of a drain of their fine gold 
stock. There would always remain, however, the theoretical 
possibility of shipping standard gold to New York, and then 
shipping fine gold from New York to Paris. Such operations 
would be, of course, too absurd to be considered seriously ; it is 
nevertheless important to lay down the fact that they are possible 
to a practically unlimited extent, and that the expense of such 
operations determines the lowest point — the absolute gold point — 
beyond which sterling cannot possibly decline. This fact is held 
to dispose of the belief that the anomalous situation created since 
June G has removed every limit to a possible depreciation of 
sterling. 

One of the consequences of this unusual situation was that 
the South African refined bar gold dealt with in the London 
market rose to a substantial premium, the extent of which has 
been determined by the fluctuations of the French exchange. 
The French exchange, in turn, was largely influenced by the 
refining charge, which was first lowered from IJd. to £c/. per oz., 
and was then gradually raised to I jf/., only to be reduced again 
subsequently. So long as there was a strong demand for frajies 
the Paris rate always tended to bo in the close vicinity of its 
relative gold export point, which again depended upon the refining 
charge. As there is only one firm of refiners which is in a position 
to refine gold on a large scale, it was thus placed for a while in 
a position of determining the sterling-franc exchange rate and 
the market price of fine gold. As soon as the insistent demand 
for francs relaxed, however, it was the refining charge which 
had to be adjusted to the exchange rate so as to make it worth 
while for arbitrageurs to ship gold in spite of the rise in the 
sterling-franc rate. 

The exchanges of the two countries — Belgium and Switzer- 
land — which followed the French example in refusing to accept 
bars of standard fineness moved in sympathy with the franc, 
bringing about some moderate shipments of gold from London 
to those countries. On the other hand, the exchanges of countries 
which continued to accept bars of a standard fineness — such as 
the United States, Germany and Holland — ^remained compara- 
tively stable in relation to sterling. Considering that the 
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abnormal appreciation of the franc in relation to sterling resulted 
in the transfer of funds from London to Paris via other centres, 
and brought about, therefore, a demand for reichsmark, dollar, 
and guilder, it is rather puzzling why these exchanges did not 
move against sterling. Failing to find a better explanation, 
this phenomenon ought to be attributed to the work of the psycho- 
logical factor, i.e. the existence of links of solidarity betw'een the 
currencies which are on a standard gold basis as against the 
currencies which are on a fine gold basis. 

It is very unfortunate that the highly delicate and difficult 
international gold situation should further be complicated by the 
Bank of France’s attitude to insist upon a minimum fineness of 
•995. The Bank of England’s decision to deliver bars of standard 
fineness only was dictated by necessity, as a result of the depletion 
of its stock of fine gold bars. During the twelve months ended 
May 31, 1930, the Bank sold fine gold amounting to £()3, 015,000, 
while the amount of fine gold it bought was only £18,334,000 ; 
the bulk of its influx consisted of sovereigns. Its stock of 
bars of standard fineness has increased during and after the war 
through the melting down of sovereigns withdrawn from circula- 
tion, while at the same time it exported to the United States the 
greater part of its stock of fine gold. According to the Gold 
Standard Act of 1925, the Bank of England is only obliged to 
pay out “ gold of the standard of fineness prescribed for gold 
coin by the Coinage Act, 1870,” so that there is no reason w^hy 
that institution should incur expenses by refining its stock of 
standard bars in order to be able to deliver fine gold. It is for the 
arbigrageurs to stand the cost of refining if there is a sufficient 
margin of profits in the shipment to make it worth their wdiile. 
If the present situation remains in force for a prolonged period it 
will result in the gradual refining of all the existing stock of gold 
of a fineness inferior to *995, which includes not merely bars of 
standard fineness but also bars of -900 fineness originating from 
the melting down of gold francs, eagles, etc. The process is likely 
to be a lengthy one, how'ever, and it involves a considerable 
superfluous expense. At the time when efforts are being made 
to reduce uneconomic expenses caused by international gold 
movements by means of earmarking operations between central 
banks and by means of the projected gold clearing system of the 
Bank for International Settlements, it would be anything but 
logical to incur additional expenses merely in order to raise the 
fineness of the world’s gold stock to the arbitrarily fixed figure of 
•995. The process is certainly a retrograde step, calculated to 
No. 159. — VOL. XL. 
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increase the number of those condemning the fetish worshipping 
of gold. 

So long as the present state of affairs exists it causes a feeling 
of uncertainty in the foreign exchange markets as to the figure 
of the gold points, which is highly detrimental from the point 
of view of the stability of the exchanges. As the bars of fineness 
inferior to *995 are “ demonetised ” in several countries they 
will be taken with reluctance also by other countries, for, in cases 
of emergency, they may not be able to sell to countries on a fine 
gold basis. It is thus obvious that the discrimination against bars 
of inferior fineness is causing considerable inconvenience to most 
central banks, as they possess a fairly large amount of such bars. 
It is causing inconvenience to the international money market 
and to the business world in general, as they cannot reckon any 
longer with the figures hitherto known as representing approxi- 
mately the limits of possible exchange movements. It is causing 
inconvenience, not in the last place, to French holders of sterling 
balances, as they may have to withdraw their funds at a time 
when sterling is temporarily at an abnormal discount in con- 
sequence of the refusal of bars of standard fineness by the Bank of 
France. 

Nobody could attempt to put forward any arguments in favour 
of the general adoption of the use of gold bars of *995 fineness for 
securing the note circulation on the ground that they would 
serve that purpose better than bars of *9165 or -900 fineness. As 
the fineness of the French coinage has been fixed at -900 there is 
no advantage even from a minting point of view in insisting upon 
a minimum fineness of *995. It is true that fine gold bars occupy 
less space than bars of standard fineness. Considering, however, 
that the capacity of the new vaults of the Bank of France is 
about £1,000,000,000 of fine gold, even if its whole stock were 
to consist of standard bars there would still be space for 
£916,666,666, so that, even if France were to continue to buy gold 
at the present pace, this figure would not be reached for many 
years; it is thus premature to worry about considerations of 
space. 

The obvious common-sense solution of the anomalous situation 
lies with the French authorities. There is no reason why the 
unjustified restriction which does not benefit either the Bank of 
France or France in general should be upheld. It would show 
a deplorable lack of co-operation if no imderstanding could be 
reached on a purely technical point of this kind. 


Paul Einzig 
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Note on the above , — ^The action of the Bank of France in 
deciding to accept only fine gold can, I would suggest, be looked 
at from another point of view than the above, namely, as a 
friendly act on the Bank’s part, in order to prevent France’s 
large requirements for gold from proving too embarrassing to 
the Bank of England and to spread these requirements over 
several countries. It is not correct, in my opinion, to suppose 
that every step which tends, in effect, to widen the gold points 
is a misfortune and a source of waste — but quite the contrary. 
It might be better, perhaps, to widen the gold points in a more 
formal and regular fashion. But opinion is conservative on these 
matters. Failing such a change, nothing could have been more 
sensible — so it seems to me — than for the Bank of England and 
the Bank of France to join together to take advantage of the letter 
of the existing law. As to this see Mr. Balogh’s article above. 

J. M. Keynes 


hh2 



A NOTE ON AUSTRALIAN EXCHANGE 

Tile most obvious of Australia’s economic difficulties at the 
moment is the exchange deadlock. The purpose of this note is 
to explain how this arose and to suggest measures by which it 
could be avoided in the future. 

Some important facts must be made clear at the outset. The 
first is that Australia, besides being normally a free gold market 
(since 1925), has the same currency standard as this country, so 
that exchange is consequently quoted in terms of a small premium 
or discount per hundred Australian pounds or per hundred 
English pounds. The unfortunate result of this has been that 
business men, and even the banks themselves, regard the two 
currencies as fundamentally the same, find exchange movements 
incomprehensible, and thiiok of exchange problems as problems 
of “ bringing money home to London ” or “ getting money out 
to Australia.” The practice of the banks in eollecting and 
negotiating bills is to insert a separate charge for exchange ” in 
accounts, the amount being added to or subtracted from the face 
value of the bill (whether it is in Australian or English money), 
and this only serves to heighten the impression current in business 
circles, that Australian exchange, unlike French or American 
exchange, involves a small payment for the service rendered of 
“ transferring the money.” Of course there is no such difTen»uce, 
but the wrong impression persists, and has diverted attention 
from the really fundamental causes of Australian exchange 
fluctuations. 

A further important fact is that all operations in Australian 
exchange are in the hands of a ‘‘ ring ” of Australian and Anglo- 
Australian banks. This ring fixes rates and makes changes in 
them (without any previous notice) at infrequent and irregular 
intervals. Rates may be stable for months at a time or may 
alter overnight. There are no forward sales or purchases, and 
consequently the market is very much at the mercy of the banks 
for its day-to-day requirements. It is obvious that ordinarily 
the rates charged by the banks must not in the long run be too 
much above the “ true ” rate (which would emerge under con- 
ditions of perfect competition), or private owners of Australian 
or English bank balances would begin to imdercut the banks, or 
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ultimately the “ artificial ” rates would stimulate large-scale 
movements of goods in one direction, with consequent dislocation 
of the trade balance. The comprehensiveness of the ring, how- 
ever, means that the banks in fact can go a long way in the wrong 
direction before their errors in rate-fixing arc corrected by natural 
forces. The oft-quoted determinant of rate policy is the “ size of 
London and Australian balances,’* which means that if the banks 
find their free balances (balances in excess of their normal local 
business needs) in London or Australia are “ piling up,” they 
manipulate rates so as to discourage the flow of funds to the over- 
burdened centre. The underlying assumption is that the artificial 
rate in these circumstances does not coincide with the true rate, 
and must be moved until it does. It is clear, for example, that 
London balances will pile up when the wool and wheat bills drawn 
in Australia to finance the movement of these products at the 
end of the year are duly collected by the banks from importers 
in London. The expected seasonal movement of exchange 
against sterling generally occurs about this time, and generally 
has the effect of ultimately relieving the banks of their excess 
London balances. The whole arrangement, granted that the 
banks do monopolise the market and can consequently use their 
balances at each end as a reliable index, works fairly well in 
practice, in normal times. Complaints are certainly heard some- 
times of the wide margins between the banks* buying and selling 
rates, and of the lack of forward exchange facilities, which might 
relieve seasonal congestion and reduce the losses resulting from 
sudden alterations in rates; moreover, the quoted rates do not 
hold good for large amounts, and it is a further disadvantage that 
there is no ” anonymity ” in exchange transactions, as with other 
cuiTcncies. This tends to make the banks a trifle arbitrary and 
discriminatory in their business. Nevertheless, the system has 
lasted for many years and normally works easily enough. 

Since the War, however, the Australian exchange system, in 
common with all others, has suffered severe strains, and in 1920, 
1921 and 1924 there appeared the very curious and almost unique 
phenomenon of “ rationing merchants for their exchange require- 
ments. In 1921 the exchange absolutely broke down, that is to 
say, remittances one way (to Australia, in this instance) were for 
a time not to be had at all. At the present time, London remit- 
tances are very difficult to obtain in Australia, and the system 
has been perilously near another breakdown. 

The most important reason for the present position is 
Australia’s heavy adverse visible trade balance (Table I), w’hich is 
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Table I. 



Imports. 

Exports. 

1929. 

1st Q\irtrter 

2n(l ,, 

*. 

4th ,, 

Merchandise. 

Bullion. 

Merchandise. 

Bullion. 

£35,412,932 

35,080,806 

37.747,339 

30,924,841 

£95,640 

72.800 

83.571 

02,465 

£45.218,.392 

28,734,683 

20,027,149 

28,986,903 

£1,489.834 

649,717 

2,878.619 

0,803,992 

1930. 

Jsb „ 

32,273,028 

55,034 

24,203,419 

13,862,820 


(t’rorn the QnnrU rhj Stnnnmry oj AuntmlUm Stntif'iica,) 


the more serious because it has been accompanied by decreased 
overseas borrowing. Normally, an adverse trade balance produces 
its own corrective, that is, the exchange rate is adjusted against 
the importer. That this did not happen early enough and strongly 
enough in the case of Australia is all the more unfortunate, because, 
with the distinct and growing divergence between Australian and 
British price levels in 1929, there consequently emerged a powerful 
stimulus to Australian importers. Into the causes of the I'ising 
price level in Australia it is not proposed to enter here. What 
is important from the point of view of this note is the way in 
which this rise reacted upon the exchange, so as to produce (what 
is almost unknown in ordinary competitive exchange markets) 
“ rationing ’’ of exchange, and the possibility of a complete break- 
down. If the foreign currency concerned were, say, the dollar, 
disharmony in price levels w^ould quickly produce exchange 
movements against the country with a higher price level, followed 
ultimately by an outflow of gold and credit restriction. In this 
way the exchanges w'ould “ take care of themselves.” But in 
the case of Australia, there seems reason to believe that the 
present artificial exchange system has retarded this beneficial 
chain of causation to a considerable extent and produced conse- 
quential evils of its own. Australian prices in 1929, so far from 
keeping pace with the falling British price level, started to rise 
in the beginning of the year, and the exchange rate did not register 
the growing discrepancy until July 1929. Moreover, the move- 
ments in this rate were not only slow in responding to price 
changes, but insufficient to take full account of them. By 
October 1929 the ratio between Australian and British prices had 
risen nearly 8 per cent, from the January level (Table II); the 
exchange rate had moved only J per cent, against Australia. H 
might have been expected, further, that the movements of gold 
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Table II. 





April 

1025. 

Jan. 

1020. 

April 

1020. 

July 

1020. 

Oct. 

1920. 

T)cc. 

1920. 

Jan. 

1030. 

March 

1030. 

A. Melbourne WholcBale 
Price Index No. 

IGO'l 

164-2 

165-3 

1666 

168-4 

161-8 

158-0 

151-5 

(To Base 1013 » 100) 

B. Eeowmist Wholesale 
Price Index No. 

1600 

136-1 

1350 

134 6 

12'J 6 

12C-9 

123-7 

110-4 

(1013- 100) 

“{i X 100 

08-3 

120. 6 

122-4 

123-8 

120-9 

127-5 

127-7 

126-9 

Banks' Sell- 
ing Cable 
Rate (Alls. 

7.5.25 

4.10.28 

22.7.20 

3.0.29 

10.10.20 

18.12.20 

128.1.30 

' 17.2.30 

10.3.30 

24.3.30 

on London) 

OOi 

1 

101 

lOli 

ion 

lOli 

102} 

' 102g 

i 103} 

1 i04J 

lOGi 


to which even these slight fluctuations led would have had the 
normal effect of curtailing credit. In fact, bank advances rose 
considerably all through the period, although deposits fell and 
the amount of Federal Notes issued did not change abnormally 
(Table III). It may now be woi-th while re-examining the present 
position of the exchange in the light of the above facts. 


Table III. 


1029. 

A<1\ anoos. 

FivUtuI Note Ibsuo. 

Deposits. 




lut Quarter 

£260,738,586 1 

£44,408,226 (25.3.20) 

£316,195,101 

2nfl ,, 

263,801,210 ^ 

42.2.5.8.226 (24.6.20) 

314,073,121 

Bnl ,, 

277,828,712 

41,.8.58,226 (30.9.29) 

.306,831,201 

4tlL ,, 

292,252,675 

45,261,226 (30.12.29) 

] :506, 59 1,986 

1 

19:50. 




Iht 

289,418,012 

4.3.990,:52G (31.;b.30) 

1 301,lSj,3sl 

! 


(From the Quarterly Avvraye Hiturtifi of tho olioquo-payiiig banks of tho 
Coinmouwea 1 1 h , ) 


Australian importers are finding it very difficult, if not im})ossi- 
ble, to get even a small quota of London funds with Australian 
pounds, at the present rate. The banks have even arranged to pool 
their remaining London balances for Government purposes, so 
much does this erroneous idea of a fixed supply of London money 
persist. But there is not and never has been any reason why 
foreign exchange should not be sold in any quantity on any free 
exchange market, at a price. The first fault of the present system 
is that it has been, and apparently still is, selling London funds 
at a price which undervalues them. That is why London balances 
are disappearing, and that is one important reason why the very 
drastic Australian tariff has been introduced by ^Ir. Scullin. The 
tariff has to try to stop excessive imports being attracted into 
Australia because of the over- valuation of her currenc}" on the 
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world’s market. It is seriously suggested that much of Australia’s 
present trouble would have been avoided if the adverse trade 
balance had been corrected, and the warning gold outflow started, 
by strong and rapid movements of exchange in favour of sterling 
early last year, if not before then. 

The inference from all this is, that in abnormal times like the 
present, the fixing of exchange rates by an exclusive banking ring 
is not the best arrangement from the Australian point of view. 
A certain way to displace it would be to allow perfect freedom for 
foreign banks to open branches and deal in exchange in Australia 
whenever they wanted to. There is the possibility, of course, 
that Australia is “ over-banked,” and the Associated Banks 
preserve the ring for fear that competition in exchange and other 
business might weaken some of their less fortunate members and 
bring trouble on the rest. That question, although outside the 
scope of this note, is important in deciding the future of the 
Association. But it still remains clear that Australia may expect 
considerable benefit from a free exchange market, whatever 
troubles may come from unrestricted banking competition in 
other directions. Much was hoped from the new arrangement of 
September 1928, when the banks announced that they would 
open current accounts in Australia for other banks for exchange 
and other purposes, but these hopes have been disappointed. 
English banks wishing to open accounts in Sydney, for instance, 
are entirely in the hands of the Australian banks as to terms for 
overdrafts and credit balances. Cable transfers on Sydney cannot 
be sold in London against Australian bills bought hero and in 
process of collection, without overdraft facilities in Sydney ; and 
balances will not be kept in Sydney unless the terms are attractive 
enough to enable the English bank to use them profitably in 
exchange business. But since profitable exchange business for 
outsiders means less of such business for the Australian banks, the 
latter take care, in fact, to offer such terms for the opening of 
Australian accounts as will drive the outsiders to satisfy their 
exchange requirements through the ordinary channels. 

A steady reduction of bank advances, which might have 
reduced the price level considerably and removed the necessity 
for movements in exchange, has not occurred, largely because 
overdraft rates have remained at much the same level per 
cent.) since the beginning of 1929. As part of the Australian 
exchange system there ought, therefore, to be some central 
authority in control of monetary policy ready and able to use a 
weapon like interest or discount rate manipulation (or some 



1930 ] A NOTE ON AUSTRALIAN EXCHANGE 471 

special device particularly suitable to Australian conditions) in 
order to stabilise Australian prices at world levels. The pro- 
posed Central Reserve Bank will perhaps do this. It is to be 
hoped, at any rate, that the discussions about the creation of the 
new bank may set a parallel inquiry on foot as to the advisability 
of retaining an artificial monopolistic exchange system, which 
seems to have outlived its usefulness. 

Albert S. J. Baster 

University College^ 

Exeter. 
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The Economic Aspects of Sovereignty. By R. G. Hawtrby. 

(Longmans. Pp. 192. 95.) 

This book is one more evidence, if evidence is needed, of the 
strong trend in contemporary thought towards the investigation 
of the borderland between well-defined, perhaps too well-defined, 
subjects. It may be that specialisation in many respects has 
over-reached itself and inbreeding set in; or, again, that the 
phenomena in one case and the other are not so distinct and 
independent as had been supposed. But certainly the exploration 
of these lateral frontiers of study is now yielding results as valuable 
as those of the forward extension of the subject ; and it may bo 
that we should look to the former as the more fruitful field of 
investigation. No borderland is more important than that 
between politics and economics; yet it has been little enough 
w^orked. Impossible as it is to say which would gain more from 
being penetrated by the matter and methods of the other, it is 
clear that political science has suffered more in the past from its 
divorce from economic considerations. In linking itself up with 
them it would gain reality and renew its vitality. Mr. Hawtrey’s 
book, valuable in itself for its reflections in both spheres, is to 
this end more important as a contribution from an economist to 
political science. 

He is concerned primarily with the economic problems raised 
by the absolute sovereignty of the modern State. There is, for 
example, the relation of the State to the activities of its subjects 
in undeveloped territories abroad; the problem arises whether 
the State gains or loses by identifying its interest with theirs. 
Clearly it may lose over a war in their defence more than it is 
over likely to gain from them ; or the profit, if there is one, may 
not go to the State, but to certain individuals or classes in it. 
So far he agrees with Norman Angell’s thesis in The Great Illusion. 
But not entirely, for even so there may remain over a sufficient 
advantage which the State may not forgo. “ Sovereignty is 
not property, but it carries with it important economic rights 
which are closely related to the rights of property.** 

The problems of economic imperialism are touched on, and 
there is a short survey of the period of rivalry for colonial expan- 
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sion among the Powers from 1871 to 1914. There are the ques- 
tions of the shifting distribution of population; of protective 
tariffs and emigration policy, two of “ the most conspicuous 
intrusions of the sovereign State into the realm of economics ** ; 
of the economic causes and conditions of war, and how to regulate 
conflicts which arise from the increasing power of one State as 
against the decline of another ; or, as more often happens, between 
two strong Powers over a third which is declining. In a con- 
cluding chapter on “ The Future,” he discusses various ways of 
avoiding open conflict on such issues, but without confidence in 
any specific remedy for the ills of “ the international anarchy,” 
the diagnosis of which he accepts from Mr. I^owes Dickinson. 

“ The settlement of disputes on purely legalistic lines allows no 
possibility of . . . In fact, under the international anarchy 

there is no provision for growth or adaptation except through 
the use or threat of force.” 

Naturally, therefore, he arrives at an interpretation of the 
external relations of the State based on conflicts of power; 
power in turn being defined as mainly economic. Even conflicts 
of prestige, of which diplomacy largely consists, are the reflection 
of conflicts of power, since it is men’s estimation of a country’s 
strength which is appealed to in the game, and the olfect on it of 
diplomatic victory or defeat which counts. He observes, how- 
ever, that “ these are matters partly of fact and partly of opinion. 
Were they exactly ascertainable and measurable, conflicts of 
prestige could always take the place of conflicts of force.” 

It is not that he would neglect the imponderable factors ; 
they have their place, though nothing like that generally sux)posed 
by the men engaged in the particular j)rocess. The obtuseness 
of individuals in thinking of them as decisive is like that of the 
prosperous nations of the world in contemplating the causes of 
their own success. “ Their self-satisfaction is all the greater 
when their prosperity is attributable to military success, which 
they like to think of as the fruit of their own military virtues, 
and not, as it has so often been, as the result of economic power 
from time to time lavishly applied to restore situations endangered 
by military incompetence.” Not so Mr. Hawtrey ; but one wishes 
all the more that he had gone on to investigate how far these 
imponderables are capable of further analysis, whether they have 
not a considerable economic element in them, and are not at 
another remove determined by the social system. 

Similarly in his discussion of the causes of war, Mr. Hawtrey 
declares unmistakably that the distinction between political and 
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economic causes is an unreal one. “ The political motives at 
work can only be expressed in terms of the economic.** (Surely 
the order here should be transposed; does he not mean rather 
that the economic motives tend to be expressed in terms of the 
political ?) For, he goes on, “ Every conflict is one of power, 
and power depends upon resources.’* So also is the distinction 
between wars of ideas and wars of the balance of power a false 
one. “ Ideas, whether religious, political or racial, only so far 
modify the position in that they supply a different principle for 
sifting out the adherents of a contending power ** : a polite way 
of saying that they matter very little. 

Indeed, Mr. Hawtrey goes so far in the direction of reducing 
the external relations of the State to terms of power alone, that 
one cannot but think he would have made his account more 
complete if he had developed his view of the connection between 
“ economic,” “ political ” and “ ideal ** factors. He implies a 
general interpretation based on the primacy of the first, a view 
vrhich is perhaps inescapable ; but it would have been better to 
make it explicit. In fact his reliance upon the spread of rational- 
ism amongst States in these matters would seem to be ineffective 
unless it rests upon an understanding of the causes of conflict in 
these terms. 

Such a thoroughgoing interpretation must involve consequences 
which appear in this book not to be anticipated. It is strange 
that a diagnosis which goes so deep should produce remedies so 
inadequate to the disease. “ Good Europeanism ” is not enough ; 
nor cosmopolitan liberalism, nor “ a little political chemistry to 
separate the elements which compose the mixture.” It is only 
just, however, to point out that what Mr. Hawtrey sets out to 
do is to investigate the conditions of power on the present assump- 
tions of the State as to sovereignty. From this aspect his assump- 
tions are actual enough ; but it is by no means equally true to 
say that they concur with the assumptions as to sovereignty 
predominant now in political science. This discrepancy may be 
in part due to his conception of the method of political science as 
that of ” a process of logical abstraction ” ; whereas contemporary 
political theory depends much more on the historical method, 
which would give him the ** true picture of the historical evolution 
of sovereignty ” which is wanted. And this method, if follow^ed, 
would have very important consequences on his treatment of 
the State in relation to class (pp. 96-98), and of representative 
government in relation to those who are represented (p. 68), 
where +he State and representative government are regarded 
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as final ends — though surely that is to take too much for 
granted. 

Very minor points to note are that on p. 39 and p. 57 are 
slightly contradictory remarks on Bismarck’s attitude towards 
colonies, where the latter statement is the more correct; and 
p. 68 seems to under-estimate Russian colonial expansion com- 
pared with Austria-Hungary. If, on the one hand, there was the 
advance on the Balkans, on the other there was the remarkable 
achievement of nineteenth-century Russia in colonising Siberia 
and the trans-Caspian. 

It only remains to signalise the appearance of a book at once 
brilliant in analysis and symptomatic of much that is best in 
contemporary thought. 

A. L. Rowse 

All Souls College^ 

Oxford. 

Economic Development of the Overseas Empire. Vol. 2. By the 
late L. C. A. Know^les and C. M. Knowles. (Routledge. 
1930. Pp. xxii + 616. 12^. 6f/.) 

It is lamentable that so much of what is best in the work of 
English economic historians should be published ijosthumoiisly. 
Lilian Knowles, like Toynbee and Unwin, left her chief task 
unfinished. But in her case there was a plan and a first storey in 
being, and the labour of those who have undertaken to complete 
the structure has been correspondingly lightened. In design this 
volume follows closely its predecessor. A succinct comparison of 
the problems of the separate Dominions (written, all but one 
chapter, by Professor Knowles herself) is followed by a detailed 
study of the economic development of the Dominion of Canada, 
about two-thirds of which is from the pen of her husband, Mr. 
C. M. Knowles. 

The ideal history of a vast territory still in process of settle- 
ment must be cast in a mould quite different from the roughly 
chronological form appropriate to that of Britain. Accordingly 
the authors present Canada as springing from six points of 
penetration, the story of each of which is related separately. Nor 
is the approach to the subject that of the historian of an old 
country who is largely concerned with the features of industrial 
organisation. For though Canada presents many diverse types — 
ranging from the feudal seigniories of Quebec to the joint-stock 
C.P.R. ; from individual holdings associated with barter and 
truck to the co-operative elevator societies ; from the co-partner- 
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ship of the Hudson Bay Co., and the communism of the Douk- 
hobors, to the sub-contracting for Chinese labour in t he canneries 
of British Columbia — ^no attempt is made to classify economic 
institutions or lay down “ stages of development ” in sequence. 
Organisation, indeed, plays but a subordinate part to the central 
themes of immigration, settlement and transport. 

The life of the pioneers is j^ortrayed in terms that will shatter 
more than one illusion. The fusion of scattered groups into a 
nation is shown as the result of the extension of the railways. 
The Dominion of to-day is described by Mrs. Knowles as " a 
triumph of art over nature ” ; and art ” is shown to imply the 
use of customs duties, subsidies, prohibitions, and diilerential 
transport rates, the principal o))ject of which has been to delloct 
the flow of people and commodities from the routes — north and 
south — which geography would dictate, to those — cast and w est - 
in harmony with political ends. Canadian economic history, says 
Mrs. Knowles, is “ the history of small men in close contact with 
the soil, and it is history from below.’* But the book is, perhaps, 
occujjied less witli the silent forces of evolution than with thii 
purposive acts of politically conscious men, eager to further 
economic progress, and engaged in wdiat they regard as an 
economic war with a pow'crful neighbour. 

The final chapter, headed Industrial Organisation,” is, in 
fact, largely concerned wdth the development of a national policy. 
Is it desired to secure a pulpwood industry of llm forest Provinces i 
Then Acts are passed prohibiting the cx]>ort of soft wood cut on 
Crow'n lands. Is it desired to encourage the industry of dairy 
farming? Then it is made a criminal olicnee to manufacture, 
import or sell margarine anywhere in Oanada. 

In two chapters contributed by Dr. Allan MePhee tlu' history 
of commercial relations between the Mother fJountry and the 
Dominions is admirably summarised. In the t‘arly days, lack of 
communications with the United States, no less tlian the 
existence of preferential tariffs here, tended to focus Canadian 
trade in British markets. The repeal of the preferences in 1846 
and the settlement of the area about the Great Lakes caused 
Canada for a time to look south to her great neighbour; but 
since 1878, and especially since the ’nineties, the development of 
ocean shipping and the increasing American tariffs combined to 
deflect Canadian products once more to England. Incidentally, 
to the charge that Britain has made small response to the 
preferences given her by the Dominions, Dr. MePhee replies by 
drawing attention to the “ invisible ” preferences rendered in the 
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form of cheap capital, imperial defence and relief against double 
taxation. 

The high qualities of the researches of Mrs. Knowles in 
imperial history were acknowledged in this Journal when her 
first volume was reviewed. An appraisal of the work as a whole 
must await the publication of the final volume, which is to deal 
with Australasia and South Africa. For the pr(3sent it sufilces to 
record our fortune that the task of completing the work should 
have been taken up by the one w^ho is best fitted to know what 
was in her mind, and who, as the later chapters show, is possessed 
of patience and insight. The memoir of his wife with which 
Knowles prefaces this volume lias both depth and colour : it 
depicts a woman of spirit in w hom learning and good sense were 
uncommonly well compounded. 

T. S. Asuton 

The Universitijy 
Manchester. 

British Budgets, Second Series, 1913-14 to 1920-21. By Sir 
Bernard Mallet and C. Osw'ald George. (Macmillan. 
Pp. 407. 20^.) 

The appearance of this book (and likewise the promise of a 
tliird series of British Budgets) will be a source of satisfaction to 
many. To those wdio are acquainted with Sir Bernard Mallet’s 
earlier w'^ork, British Budgets, 1SS7-8 to 1912-13, it will be sufiicient 
praise to say that the new^ book maintains the high standard set 
by its predecessor. 

The book is primarily a work of reference, giving for each 
budget a concise summary of the budget speech and of the subse- 
quent debates upon it. There is a w'ell-selected and well-arranged 
series of tables, giving budget estimates of revenue and expendi- 
ture under tlie usual heads comparc'd with actual out-turn, and 
summarising the changes of taxation, together with comparative 
statements of rates and yields of particular taxes. The rates of 
income tax with all the successive systems of graduation, and the 
abatements as modified from time to time, are exhibited in some 
very compact tables. There are statistics year by year of incomes 
taxed both for income tax and for super-tax, find of estates liable 
to estate duty, and there are tables of the rates of super-tax and 
of estate duties as varied in successive budgets. 

Other statistics are given, and one table in particular deserves 
special mention. It gives the tax revenue of each year reduced 
to pre-w^ir values on the basis of the cost-of-living index figure. 
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It is carried down to 1928-9 (whereas the other tables stop at 
1920-1), and shows that the tax revenue in 1927-8 or 1928-9 in 
pre-war values was actually greater than in 1920-1, and not very 
much less than in 1919-20. 

The book goes beyond the confines of narrative and state- 
ments of fact in four chapters of Notes and Comments. These 
(‘liapters deal with some of the broad questions of taxation policy, 
and also with some of the technical questions raised by war 
taxation. Brief particulars of war borrowing (a matter not 
adequately dealt with in budget speeches and budget debates) 
are also given. 

There is also a discussion of inflation during the war. Inflation 
“ was the only w^ay of making ends meet, so loixg as the Govern- 
ment income (including loans obtained from the actual savings 
of the people) was insufficient to cover expenditure.” It could 
have been restricted within narrower limits by “ increased taxa- 
tion, compulsory loans or Government control of all forms and 
grades of labour at an early stage of the w^ar ” (p. 380). 

Heroic remedies would indeed have been in point had it been 
true that inflation was otherwise ‘‘ the only way of making ends 
meet.” But this docs not give a true account of the origin of 
inflation. The brief reference (p. 373) to “ the credits created by 
the Bank of England under the various emergency schemes 
adopted by the Government at the outbreak of w ar ” docs not 
adequately exhibit the importance of tliis as a cause of inflation. 
The additions to the iloating debt in the opening months of the 
war were quite within the absorptive capacity of the money 
market. It was the addition to the Bank of England’s securities 
of £100,000,000 of advances for the payment of pre-moratorium 
bills that flooded the market with money and made bank-rate 
ineffective. The vicious circle of inflation was thereby started 
and never afterwards broken. 

Bank credit w^as created when the joint-stock banks took 
Treasury bills or when they subscribed to war loans. But that 
was an addition to the superstructure of credit, and produced far 
less effect than additions to the Bank of England’s securities, 
which extend the foundation. The distinction is very generally 
recognised in the case where the Bank of England grants the 
Government Ways and Means advances, and the passage in which 
the Cunliffe Committee explained the inflationary effect of these 
advances is quoted on pp. 374-5 of the book. It is very remark- 
able that critics of war finance did not realise at the time, and have 
rarely pointed out since, that the advances for pre-moratorium 
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bills had the same inflationary effect as an equivalent amount of 
Ways and Means advances. 

It is, in fact, gravely misleading to say that inflation was 
the only way of making ends meet ’* in the circumstances of 1914. 
It was not strictly necessary to employ tlu? Bank of England a > 
an intermediary at all for the pre-moratorium l)ills, since the 
essence of the transaction was the Government guarantee for the 
advances granted. And if on grounds of policy it was judged 
desirable that the advances should be made by tli(‘ Lank of 
England, tlie devices resorted to in the spring f)f 1915 (the acammu- 
lation of very large Exchequer balances, and direct borrowing 
by the Bank of England from the money inarlo*!) eoiild inn e been 
used to counteract the inflationary effect. 

11. G. IfAWTUr.Y 

Principlest of Eroiiomic.^, By Fredeutcic S. Dkibler. (Xew 
York and London : McGraw Publishing Go., Ltd. 19 l* 9. 
Pp- xvi 1- 552. 15.9.) 

Principles of Economics, By Frederick B. Garver, Ph.l')., and 
Alvin IIaiivey Hansen, PhD. (Ginn k Go. Boston: 
1028. Pp. X -i- 720. 13.9- Off.) 

T.v the United St:it(vs eomprehen.'^ive treatise.s on the Prineiples 
of Economics are still ])eing written, and vhatevcM' our own 
views on their general utility, no one will quarrel with Professor 
Deibler or challenge the value of his work. It is scholarly, lucid 
in exposition and attractive in presentation. The difliculty, in a 
volume of tliis Idnd, is to know how much knowledge? can he 
( redited to the reader, how much may bo assumed and ^\hat 
must bo explained. Professor Deiider succeeds admirably in 
avoiding all pitfalls. The student is never confu.sed by the dis- 
• iission of j)roblenis which he is not yet ready to understand ; ho 
is led by eas^' stages from a survey of the society with which he 
is superlicialiy familiar to an explanation of facts and a compre- 
hension of underlying priiR ipIes. ^i'ho cha])tcrs on Risk and Pro- 
duction, on the Business Gycle, on Protection and Free Trade, on 
Wages and on Prolits are particularly interesting and suggestive. 

The arguments in favour of Protection are discussed with 
judicial ini2)artiality, and dismissed as inconclusive. A duty is 
economically sound only so far as it enables a country whoso 
general conditions are favourable, b\it which is late in starting, 
to ovorcoino the “ artificial ” advantage of a competing country 
which happens to have made an earlier start. The difliculty of 
No. 159. — VOL. XL. 
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subsequently removing the duty and preventing the whole matter 
from degenerating into a political wrangle is, however, insuper- 
able, and the net result of the tariff is an enhanced price which 
the consumer pays. 

The discussion on wages is perhaj)s the least (jonvincing por- 
tion of the book. Dismissing all questions of “ needs ” as part of 
the exploded “ subsistence theory. Professor Doiblcr approaches 
the question from the standpoint of a completely organised 
factory, and a])plies the theory of marginal productivity with 
cold-blooded detachment. The value of the contribution of the 
last man whom it is worth the employer’s while to engage, con- 
stitutes the maximum claim that any labourer can make. This 
is the “ economic ” wage. The “ contractual ” wage may be 
forced above this level by collective baigaining, but only at the 
expense of the normal return expected and claimed by the other 
factors of production. Organisation can therefore raise wages in 
one occupation, but never in all, unless it succeeds, which is 
unlikely, in raising the productivity^ of labour. 

This would seem to imply that a definite share of the proceeds 
of industry must be set apart as a return to the purveyors of 
capital and enterprise, but hero the argument is not completely 
consistent. Ado])ting the conception of pure profit ’’ as the 
surplus over and above interest on capital and earnings of manage- 
ment, Professor Dcibler states tluit in a perfect market there 
would be no such profit. In our industrial organisation, however, 
the cntrtq)renour occupies a strategic position in the oj^eration of 
the economic system. He has the acumen to perceive that the 
community needs a certain commodity, and the enterprise to 
gain control of the instruments required for its production. 
When he has j)aid interest on capital, the whole or a part of 
^vliich may be his own contribution, and has paid all costs, includ- 
ing managerial salaries, of which he may him.s(‘lf be the recipient, 
tluTO may or may not be a surplus for him to apj)ropriate. On 
the conjectural nature of such a surplus Professor Deibler lays 
})articular stress. In his opinion it is altogether probable, though 
not admitting of statistical verification, that over the wholo 
range of industry the profits gained by some firms are about 
offset by the losses of others. 

This does not detract from the value of profits as an incentive 
(or shall we say a lure) to effort. Kvery business man hopes to 
make good, as every athlete hopes to win his race. We are to 
conclude that business men will accept failure in the spirit in 
which the sportsman accepts defeat. It is a good deal to expect. 



1930] 


DBIBLER : PRINCIPLES OF ECONOMICS 


481 


And yet when Professor Deibler maintains that profits are essen- 
tial, and that it is difficult to see what other motive could bo 
substituted that would have as constant a driving power, it 
must be “ pure ” profits that he has in mind. 

The whole argument bears out the significance which the 
author assigns to the entrepreneur. The automatic response of 
supply to demand, of goods to need, which is the main charac- 
teristic of our civilised life, can be relied on to function solely 
because, after every expedient to minimise the risk necessarily 
attendant on production has been adopted, the entrepreneur is 
willing to assume the inevitable residual uncertainty. Similarly, 
in treating of the business cycle, with its accompanying unem- 
ployment and distress, Professor Deibler can find no hope or 
remedy except through the improvement of the knowledge, skill 
and statesmanship of the business executive. Unusual profits 
are always the reward of exceptional ability, except where they 
result from monopoly. But Professor Deibler is not much dis- 
turbed by monopoly, holding that in the long run it leads to its 
own destruction. The obvious conclusion is that the entrepreneur 
runs great risks with very uncertain prospects of reward, and 
that the latter, where it exists, is amply justified. 

Professors Garver and Hansen, who set out to analyse our 
economic system in a treatise much more comprehensive than 
Professor Deibler’s, solve the difficulty of selecting their material 
by leaving out nothing, A statement of the problems confronting 
the student puts no less than thirty-seven leading questions, 
many of them composite. The reader is relieved to hear, how- 
ever, that even a careful student of economics is not expected to 
give an answer to them all, and that some of the problems are 
indeed still unsettled. 

After that the authors proceed to tackle all the problems 
with mighty good-w'ill, and in thoroughly sound and orthodox 
fashion. It is easier to praise their matter than their manner, 
which is somewhat diffuse, or their arrangement, which is a little 
haphazard. We are told that satisfactory results have been 
obtained by the methods here employed in the Economics Course 
at the University of Minnesota, and this no doubt accounts for a 
conversational style better suited to the classroom than to volume 
form. Each chapter ends with a list of problems for discussion : 
even the Introduction, which covers only thirteen pages, sets as 
many as nine problems. 

Like Professor Deibler, the authors are not afraid of mono- 
polies, which rarely endure long enough to do much mischief. 
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The business cycle they admit as an unsolved problem, and they 
quote suggested remedies, but are not prepared to agree to the 
desirability of its elimination. It is a dynamic force in the social 
order; the prosperity phase provides favourable opportunities 
for young blood and new enterprise, while the subsequent depres- 
sion squeezes out inefficient establishments and leads to the 
reduction of waste and improvement of technique. Almost as 
much might perhaps bo said for war. 

Wages are explained by the marginal productivity theory, 
but individual differences in earning capacity are carefully 
inquired into. Trade Unions may help to secure to the worker 
the full value of his labour, and the constant pressure they 
exert goads the management to increased efforts and improved 
efficiency. The anal^'^sis of pure profits is more detailed than 
Professor Deibler’s, but leads to the same conclusion. They are 
the result either of exceptional ability in dealing with risks, or 
of exceptional opportunities, due to freedom from competition. 
There is an interesting chapter on the Dynamic Aspects of Dis- 
tribution, and a useful comparison of the American and British 
attitudes, past and present, towards Tariffs. 

H. Reynard 

The Idea of Value, By John Laird, M.A. (Cambridge Univer- 
sity Press. 1929, Pp. xx + 384. 18tS.) 

Professor Laird sets out to analyse the meaning of “ value,’* 
and brings together within the limits of some four hundred very 
readable pages a description and criticism of the views on this 
topic of every philosopher of note. Following Geulincx, he 
divides the subject into : Bonum utilCy what we choose as a means 
to good ; Bonum jucundum, what wo love with passion or any 
other sentiment ; and Bonum honestum, what we love according 
to the ilictates of reason. Comparing Bonum utile with the 
economist’s utility. Professor Laird holds that statements about 
utility are generally misleading, partly because they are unduly 
psychological and partly because their psychology is inadequate. 
The theory of margins receives his special condemnation. “ The 
value to mankind of the requirements of each of these sound 
needs {i,e, food, water, etc.) is infinite. The value of all of them 
taken together is this identical infinitude. What is the point 
then of computing the last unit in these instances which a man 
would strive for rather than do without ? ’’ But Professor Laird 
takes his examples from the experiences of shipwrecked mariners, 
while the economist deals with incidents in the daily life of a 
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modem community. In the discussion of “ Means ’’ and “ Ends ’’ 
which follows, Professor Laird protests against the drawing of a 
hard-and-fast line between the aims of the economists and the 
pursuit of welfare. On this point the reader would have welcomed 
further discussion, but the rest of the section is devoted to a 
philosophical analysis of the relation between means and end, 
which concludes with the view that in Economics at any rate 
the distinction between the two conceptions is a valid one, since 
material commodities and human services are definitely means 
to ends. 

The sections on Bomim jucundum and Bomtm honestum, which 
occupy about two-thirds of the book, have no special bearing on 
economic questions. Professor Laird concludes, however, that 
probably “ all values are commensurable, and that there exists, 
therefore, a single system of all values which is measurable.’' 
In certain dimensions of certain values numerical comparisons 
are legitimate, in others they are not. “ Ideals are the poetry 
of values, but there is also a place for prose,” and presumably 
for Economics. On the whole, the economist is left with a 
feeling that if the field for his researches is somewhat restricted, 
and if it does not stand very high in the estimation of the philo- 
sopher, it is yet a definite field, and one where conclusions are 
not altogether unattainable. 

H. Reynard 

The Political Economy of Free Trade. By J. M. Robertson. 

(P. S. King : 1928. Pp. 190. Hs. Or/.) 

Tins defence of Free Trade policy is written in the form of a 
running commentary on the history of trade, and of the critical 
periods when trade policy was being influenced by special 
incidents of public policy or economic opinion. It is written with 
the logical force and clearness that are associated wdth all the work 
of its author and, especially w'hen he is dealing w'ith the Pro- 
tectionist proposals of the present century in England, with 
pungent strokes of wit, and impatience of what he regards as 
muddle and contradiction. There is, in his view, no New 
Economics ; but a constant necessity to apply economic analysis 
which is not to be confused with political necessity or ethical 
purposes. It is not to be confused with either of these, though 
either of these may affect its application. Clear thinking on the 
nature of exchange is the contribution of the economist, a process 
which must be separated while it is being carried on from the 
prejudice of wrong phrases, limited interests, vague moralisations, 
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and the instinctive discount of secondary and loss visible results. 
But this thought is continually being enriched Ijy experience; 
hence the emphasis of this book on the historical record, as brought 
out, for instance, in the chapter on the Practical Discoveries of 
Free Trade. So confident is Mr. Robertson in the appeal to history 
that he has to regard with surprise the connection in England 
between protectionist tendency and the historical economists. 
He agrees w ith them that “ all we know about anything is got from 
the past,” and that it is absurd to imagine a clean slate for any 
recurring political problem. But the requisites of interpretation 
are “ a knowledge of economic literature, and as high an analytic 
and synthetic power as was brought to bear in his day by 
Ricardo.” 

The instinctive practice of Protection ” misled even Adam 
Smith, in the argument of the “ two capitals ” ; it is still, Mr. 
Robertson holds, the spontaneous tendency of the untrained mind. 
This book was wi’itten at a time when the bankers’ manifesto of 
1926 protested against ‘‘ false ideals of national interest,” and 
“ the economic folly which treats all trading as a form of war.’* 
Since then much has happened to encourage the instinctive 
tendency, as shown both by the more recent manifesto of bankers, 
and the inclination of even Liberal inquiries. Protection /’.swi is 
perhaps the more instinctive tendency ; as shown in proposals to 
give priorities of various kinds to home investment and produce. 
This instinct of Protectioni.sm has, since this book was published, 
done much to sap the strength of the op])osition to Protection, in 
the narrower sense of import duties. Mr. Robertson’s book is 
designed to help Free Traders who feel themselves slipping; 
it is the polemic of a scholar. 

D. H. MAroKEGOR 

The Bread of Britain, By A. H. Hurst. (Oxford University 
Press. 1930, Pp. ix + 79. 2s Gd.) 

Tins little book comes from the pen of one who was for many 
years actively engaged in the grain trade of the country, the 
present situation of which its author regards as alarming. His 
premises — doubtless only to a minor degree disputable — are as 
follows : “ Under existing conditions, the free flow of grain to the 
United Kingdom is interfered with. Many important interests of 
this country have, therefore, been placed in an unfavourable 
position. This condition of affairs has been growing for some 
time, but it is only in recent years that it has become so accentuated 
as to change completely the economics of the importation of wheat 



1930] 


HURST : THE BREAD OF BRITAIN 


485 


into this country. There is no longer a free market.” Remcdially , 
he pleads, in effect, for the establishment of a Wheat Purchasing 
Board, concurrently with the economic restoration of the individual 
grain merchant. As an historian, when briefly tracing the evolu- 
tion of the British grain trade, Mr. Hurst is perf( 5 ctly fair and 
orthodox; nor, as an economist, can he bo criticised, when he 
deals firmly with the popular misunderstandings concerning the 
effects of ” hedging,” the so-called “ dumping ” of German wheat 
and the disparity between the movements in wheat and flour 
prices. Upon all those matters, and others associated with the 
physical and financial transference of cereals from the overseas 
producer to the home consumer, he proves a sound guide and 
informant. His principal fear, viz. that the reduced number of 
British merchants and of millers will prove disastrous to future 
supplies and prices, dominates his constructive proposals, in which, 
incidentally, the position of the home producer is scarcely con- 
sidered. So far as the former class is concerned, it is obvious that 
no precise figures can be adduced, but on p. 32 it is stated that 
nowadays about 70 per cent, of the buying practically passes 
him (the grain merchant) by,” for, it is alleged, this functionary 
has been crushed by the irresistible pressure of the upper millstone 
of concentrated selling — the Canadian wheat pools - and the 
nether millstone of concentrated buying — the British milling 
combines. Three of these latter bodies are stated to be responsible 
for 62*5 per cent, of all the flour milled in this country. Whatever 
the precise extent of the danger adumbrated here, it is perhaps 
doubtful if the writer has paid sufficient attention to the present- 
day economic tendency to concentrate large and efficient mills at 
the ports of entry and thereby to hasten the elimination of the 
small inland undertaking. Incidcntall 3 ^ no mention is made of 
the handicap under which the large mills suffer w^hen working, as 
they so often have done since the w\ar, well below their full 
capacity, nor is there any comparison offered between pre-w-ar 
and post-war wages obtained by their employees. Fluctuations 
in the price of wheat are treated of mainly in conjunction with 
hedging, which latter operation Inis becoine, it is .said, “ inopera- 
tive,” since ” factoi*s other than those associated with supply and 
demand now dominate the w’orld’s markets.” The following two 
sentences (the first of which, unlike the bulk of Mr. Hurst’s 
writing, is not very happy in phraseology) sum up these views. 
“ It has been a common experience of grain merchants that 
ordinary profits on the delivery of grain sold in the usual course of 
business would have shown considerable profits, w ere it not that 
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their losses on their hedges considerably exceeded their ordinary 
trading profits. 1"his is the final accounting proof of the harmful - 
ness of hedges under existing conditions, and shows conclusively 
that a free market in wheat no longer exists. Hedging is the very 
badge of a free market.** 

If publication of this book had been deferred for a few months 
it is tempting to w'onder what its author would have felt con- 
strained to say concerning the impotence of the United States 
Federal Farm Board in the face of steadily falling prices and when 
backed by almost unlimited financial aid, for, on p. 21, we read 
that it has already been unusually effective,** and again that 
“ an organisation capable of controlling the price-level of the 
export of American grain docs not alw^ays require to act in order 
to achieve its purposes,** for its more presence and the constant 
threat of implied action are enough to cause hesitancy whore 
formerly’' markets were free.” Admittedly, as here, the elapse of 
time is likely to modify particular aspects of the gigantic problem 
surveyed by Mr. Hurst, and, again, it is easy to pick holes in 
certain of his arguments, but the fact remains that ho has put 
together an extremely fair and very interesting statement. He 
stands, too, where many other persons outside his trade stand, 
for he merely asks that a full and official inquiry should be made 
into a condition of affairs that, if transitionary, is certainly 
obscure, and the elucidation of which could not fail to have 
beneficial results. J. A. Venn 


Labour Ornnnisation, By J. Citnnison. M.A. (Pitman & Sons, 
Ltd. 19.30. Pp. 272. Is. M.) 

The theme of Mr. Cunnison’s book is the development, sig- 
nificance and purpose of trade unions in modern industry, and 
the manner of it gives rise to the pleasing rcfiection that trade 
unionism can now be judged fairly by its fruits, instead of being 
condemned on the arguments of its sympathisers or commended 
on the criticisms of its opponents. In other words, Mr. Cunni- 
son’s treatment is competent and cautious, and he presents a very 
fair picture of the present position and tendencies in so far as these 
can be adequately gauged under rapidly changing conditions. 
The book is also a model of clear exposition ; facts are not sub- 
ordinated to theory, but they are throughout illuminated and 
held in place by it. 

In the first chapter the nature of a trade union as an associa- 
tion for the sale of the peculiar product labour, is analysed, and 
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the duties which necessarily arise under existing conditions for 
the successful performance of this function are indicated. I'hc 
second chapter at once raises the pertinent question of the legal 
rights of such an association, and gives an admirably clear account 
of the development of the position of trade unions before the law, 
the connection between that position and the changes in events 
and in public opinion which have contributed to it, and which 
make the oscillations in it reasonable and intelligible, being very 
well brought out. Then follow six chapters (IJf-Vlli) dealing 
with the proy)l('ms of structure, government and methods of 
policy, while the three remaining chapters (IX-XI) arc* concerned 
with more external aspects, political, international and social. 

In a book so well balanced and so full of matter of general 
interest it may seem invidious to pick out any one aspect for 
detailed critical comment, but the real kernel of the trade union 
])roblem li(*s in Chapters lll-VHI, and here it is })erha])s in places 
that a little less caution might have removed some co])webs and 
left a ch'arer imj)ressiou of the existing position as a whole. 

In discussing the basis of organisation, craft or industry, 
Mr. Cuunison truly says we are thrown back lu're to the purpose 
of association, and to the qiie.stion whether that purpose is more 
likely to be attained 1)y union according to process, or according 
to product. He further says, “ The preference for the one or the 
other will be determined by the general industrial outlook of their 
respective advocates ” (p, 50). Bui this hardly touches the root 
of the matter. The organisation of labour must be determined 
largely by the organisation of capital, and capital in industry is 
undoubtedly reorganising so as to increase its grip on the product. 
Labour organisation if it is to perform its economic function 
must perforce move in this direction also. Reduced to its 
el(*ments the ])roblem is primarily one of wage principles, and the 
shift from craft to industry rellects the shift in emphasis and in 
trade union function which is taking place therein. These 
considerations are not without their bearing on the question (i 
negotiation dealt with in Chapter V. In a section on Arbitration 
it is stated, “Nor does an arbitrator possess any secret for the 
solution of industrial conundrums. He cannot even make 
reference, as is done in civil disputes, to legal statute or to i)re- 
ctnlcnt or to accepted principles — for there are none to guide 
him ” (p. 113). yurely, in view of tlie Trade Boards Acts, the 
Fair Wages Resolution of the liouse of Commons, the Agricul- 
tural Wages (Regulation) Act, and the published decisions of the 
Industrial Court, this is now too sweeping a statement. It seems 
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also a little misleading to say that the line of development '' has 
been from the appeal to the individual arbitrator, who was 
required to give a personal decision on economic grounds, to the 
appeal to the public to exercise the force of its opinion, based not 
merely on economic considerations but on the sense of justice ” 
(p. 121). The grounds of a decision cannot arise out of the nature 
of the arbitrator in this way. They must arise out of the nature 
of the dispute itself. If equal competence be assumed, the 
difference between the private arbitrator and the general public 
lies only in the latter’s greater power to compel enforcement, and 
certainly not in the degree in which justice is or is not conceived 
to be involved. 

Of the many other aspects of trade union policy with which 
Mr. Gunnison deals, special attention may be directed to his sane 
handling of the question of political action. 

Mary T. Rankin 

University of Edinburgh, 


The Public Control of Business, By D. M. Keezer and S. May 
(Harper and Bros. 1930. Pp. xi + 267. 12«. Gd.) 

Electrical Utilities : The Crisis in Public Control. By W. E. 
Mosher and Others. (Harper and Bros. 1929. Pp. xx + 
335. 16,5.) 

In 1914 the problem of the relation of government to business 
in the United States was believed by many to be well on the way 
to a satisfactory solution. “ Through control by commission,” 
Van Hise wrote, ” we may secure freedom for fair competition, 
elimination of unfair practices, conservation of natural resources, 
and reasonable prices.” This opinion would seem to have been 
unduly sanguine. 

Mr. Keezer and Mr. May take certain central phases of the 
problems and seek to give them a unity and perspective not to 
be found in the specialised studies. They distinguish three 
methods of controlling business activity — the enforcement of the 
anti-trust laws, the regulation of industries effected with a public 
interest and the policy of government ownership and operation. 
The bulk of their work is devoted to a severe criticism of the 
existing system of public control. According to them, the out- 
standing limitation upon the success of the anti-trust laws has 
been the decision of the United States Supreme Court on the ques- 
tion of size. Its consequence has been to legalise almost any 
degree of concentration of economic power. If real competition 
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is to be ensured, this judicial decision must be abandoned. If the 
regulation of services and rates applied to enterprises affected 
with a public interest is to be effective, there are two other 
decisions of the Supreme Court which cannot he allowed to stand : 
(1) that operating expenses may be disallowed only in cases 
where “ abuse of discretion ” on the part of a company’s directors 
or management can be proved, (2) that a preponderant weight 
be given to reproduction cost in determining valuation of public 
interest properties for rate-making purposes. Our authors turn 
next to personnel questions. They advocate a considerable 
increase in salaries in order to attract and hold able men to the 
service of the Federal and State commissions. At present, salaries 
are too low to meet the comjietition of the public utility enter- 
prises. Proposals are also made for dealing with the lack of 
co-operation and co-ordination between the several administrative 
agencies. At present there is much duplication and conflict of 
effort. 

The general impression left by this book is that the attempts 
to regulate business activity through the anti-trust and the 
public interest laws have failed. Another method must be tried. 
‘‘ The Government may enter into direct participation in business, 
not upon a monopolj’^ basis but in direct competition with private 
enterprises.” The implications of this arc not worked out. 

Though much of its criticism follows familiar lines, this book 
can be recommended as a clear, compact and readable exposition 
of the subject. The complexities of the general problem, however, 
are more involved than Mr. Keezer and Mr. May would seem to 
have realised. 

The regulation of a single public utility — the electrical industry 
— ^forms the subject of a special investigation conducted by Pro- 
fessor Mosher and his colleagues of Syracuse University. It 
covers much of the ground traversed by Mr. Keezer and Mr. 
May. The electrical industry, however, has peculiar problems 
of its own : notably the difficulty of grappling with the involved 
structures of the holding companies, which now dominate the 
operating companies and the whole range of inter-state activities. 
Regulation by public commissions seems definitely to have failed 
in this case. The State commissions fall far short of satisfactory 
performance of their functions. “ The only Federal agency with 
any jurisdiction over the electrical industry is so seriously handi- 
capped in both organisation and staff that it is all but impotent 
to carry out even the functions now imposed on it by law. 

“ The present policy of high rates, of resisting control at every 
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point, of secretiveness with regard to financial operations and of 
dubious manipulation of public opinion will be but the initial step 
in the direction of a public power monopoly.” Professor Mosher 
feels that a limited number of large-scale, strategically situated 
generating plants operating under governmental authority would 
provide measuring-rods. These would have a wholesome effect 
on rate structures all over the country. At present there are no 
standard rate schedules or accounting methods. There is no 
sound auditing procedure. It is thus impossible for regulating 
bodies to determine basic rates and make effective comparisons. 

Much of the information contained in Professor Mosher’s 
weighty volume can be found in a far more lively and attractive 
work, Power Control, by H. S. Raushenbush and H. W. Laidler 
(New Republic, liic., New York, 1928). 

J. Lf':mberoer 

llyiiver-^ity of JM/asi, 

J)ie Konkurrenz. Ry Geoikj Hai.m. (Munieli and Leipzig. 

1929. Pp. 182.) 

The object of the author of this book is not so much to praise 
competition as to bury Socialism— or rather, to bury the opinion 
class unsere freio, kapitalistisehe Konkurrenzwirtsehaft rnit 
innerer Notwendigkeit in eine gebundene, sozialistische Gemein- 
wirtschaft ubergehen wordo.” The seven divisions of his interest- 
ing funeral oration approach the subject from very diffenmt 
angles and form a series of essays almost any one of which may 
bo read and understood without reference to the rest, so long as 
the fact is kept in mind that the issue is not so much the merits 
and demerits of competition in the abstract, as the relative 
practicability of the competitive and socialist economies. 

In the first of the seven essays the author attemjjts a theo- 
retical demonstration of the indispensability of competition. He 
develops some interesting views on the connection between the 
entrepreneur function and cost, but the argument would probably 
have been stronger if the hair-splitting concept of the Erwerbstreben 
had not been pressed into service. In the next two essays, 
special critical attention is devoted to two modern socialist 
systems, of which the outstanding common characteristic is an 
attempt to secure the benefits of pricing without the aid of 
competition. (Professor Halm considers that all more extreme 
forms of Socialism have already been so deeply buried by Professor 
]\Iises as to render any further spade-work on their behalf unneces- 
sary.) In Chapter IV the critical argument is dropped and some 
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of the usual objections to competition arc met in a fairly con- 
vincing manner. 

It is Chapters V and VI, however, that contain the author’s 
main attack on the opinion that the present economic system is 
developing into Socialism. The arguments of Chapters I to IV 
having convinced him that such a transformation as this would 
be highly undesirable, an optimistic but unorthodox logic permits 
him to conclude that it is, in fact, non-existent. He is thus 
faced with the task of explaining why all the other economists of 
his acquaintance are marching out of ste]), a task which he fulfils 
by admitting that a change is taking place, but by denying that 
it is a change from free competition to monopoly. 

Professor Halm’s argument seems to call for one or two 
comments. In the first place, many of its stei)s are not very 
convincing. The view that it is not free competition but cut- 
throat competition that leads to combination fails to prove any- 
thing in the absence of a discussion of the relations between free 
and cut-throat competition. And Professor Halm’s attitude 
towards those changes in technique which lead to increases in 
the normal scale of production is distinctly reminiscent of King 
Canute. 

But even if the argument were logically irreproachable, it 
would not bo very comforting. Professor Halm finds a weak 
point in the armour of some of those whom he criticises in the 
fact that they regard as a development towards monopoly what 
is, in fact, only a development towfirds a new form of competition. 
But he himself makes a very similar error in confusing the new 
form of competition with the ‘‘ free ” competition spoken of by 
J. S. Mill and others to whom he refers. Professor Halm seems 
to believe that the theory of “free” competition may be applied 
to any state of the market .short of pure monojmly; that com- 
petition, however much it may be “ modified,” is still com})cti- 
tion ; that plus fa chdagCj in fact, plus c'^st la imnie chose. But 
this is an assumption that will hardly command universal assent. 

Fortunately, Professor Halm’s theory appears to be not only 
inadmissible and ineffective, but also quite unnecessary. The 
belief that “ the majority of modern theorists ” hold the opinion 
that the tendencies to combination in the modern economy must 
be interpreted as an evolution towards Socialism a])poars to rest 
on a very narrow foundation. Amonn, Casscl, J. M. Keynes, 
Oppenheimer, Schumpeter, Sombart, Webb and Britain s Indus- 
trial Future are quoted reiicatedly ; but there are no references 
to such names as J. M. Clark, llawtrey, Hendersou, Pi;^()U and 
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IJobortsoii. That monopolistic competition is nowadays a much 
commoner phenomenon than it was in 1848 may readily be 
^LU’Aiitcd ; that most writers regard this state of affairs as a prelude 
to a socialist regime is a much more debatable (question. Even 
in Germany there would appear to exist economists besides the 
autlior of the book under review whose attitude is quite different.^ 
13nt this, of course, by no means implies that the unbelievers 
have no better reasons for their scepticism than those advanced 
by Prol’essor Halm. 

Die Konkurrciiz can, in fact, hardly be reckoned a success, 
MM'ing that so many of its most important conclusions are invalid- 
ated l)y till' lack of a clear distinction between monopolistic and 
free competition. On the other hand, to call it a failure would 
be to ov(Tlook the n^al value of such good ju'eces of work as thi^ 
criticisins <)f tlu' systcmis of Oassel and Oppenheiiiier in Chapters 
11 and 111. the candid examination of the disadvantages of 
competition in Chapter IV, and tlu^ remarks on the functions 
and {)owers of trade unions and employers’ federations and the 
description of the genesis and effects of cut-throat com])ctition in 
Chapter VI. 

Harold E. Batson 

London School of Eronotnic^. 

Die (leutschen Trihnlc : zwolf Reden. By Pkovkssor Edoak 
Salin. (Berlin: Beiinar Hobl)ing. 1980. I^p. 248. ci m.) 

lx these addresses Dr. Salin, of Basel Univen'sity, surveys tlic^ 
trying experiences ihrougli which (hnnuiny has ])assed since 1918, 
and discusf es the ethics and legality of tin* revised reparation 
agreement accepted by (jlermany and hin* creditors on June 7, 
1929. It is the avowed pur})ose of the book to combat the idea 
that the Young Plan’' is or can be a permanent settlement; 
but holding such strong views as he does on the questions of war 
guilt and reparation liability, it is a pity, from his stan(l[)oint, 
that the author did not s[)eak his mind before instead of after 
the conferences of Paris and The Hague. Basing his case oii the 
Lansing agreement with the (iovernment of the late Empire, he 
estimates the total liability which c*an be rightfully imposed on 
Germany at 45 milliards of imarks (say 2,250 million pounds). 
Towards this amount Ik? asserts that, on a moderate calculation, 
84J milliards of marks had been paid (in cash, materials, services 
and ceded State property) up to August 81 last, when the Dawes 

^ Soo, for injstanr(% Dr. Joisof DoLroUibcrgcrB's artii-lo on “ WaruUuiiKon (Ut 
M onopolihoorio ” in Srhmollor’s Jakrbiicli, vol. 53, pp. 7U1-22, October 1921). 
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Plan * ran out. He contends, therefore, that only a further 
lOi milliards remained still due at that date, and that German 
policy should now bo concentrated upon the task of convincing 
the creditor nations and the world at large that when this sum 
has been paid the account must be regarded as closed. This is 
in his opinion the only rational and possible “ final solution 
{Emildsnvg) of the “ tribute ” problem, for “ neither Germany 
nor Europe nor the world can survive for another decade the 
senseless and illegal bartering over reparation for the war of a 
generation already dying out without the fateful crippling of all 
constructive and creative forces.’’ Ho believes that the strongest 
resistance to this view will come not from Groat Britain, but 
from Prance, Italy and America, yet he has faith that all countries 
alike will eventually agree to face and accept the stern logic of 
facts. So far as this country is concerned, Dr. Salin may be 
sure that, without corresponding action by America, no British 
Government would consent to reduce further th(' delds due from 
our late Allies, or yet to make the repayment of those debts 
dependent upon any new revision of the reparations in Germany’s 
favour. It is worthy of note, as illustrating the author’s concern 
to avoid over-statement, that in estimating the amount of Ger- 
many’s payments to tin* Allied Powers so far he lias the courage 
and good sense to disclaim as grossly exaggerated and fanciful 
the estimate to which Brenlano gave his name and authority. 

W. II. Dawsox 

Die Dynaynik der tJicorefi'ichen Nationaldkotioynic. By Bxtdolpii 
Stuelleu. (Tubingen, 19:28. Pp. 22.“).) 

At the beginning of this book, indeed in its title. Dr. Stroller 
promises us a general inquiry into economic dynamics, and com- 
mences the inquiry with a methodological s(‘ction in which the 
limits and limitations of statics and ihr aims and methods of 
dynamics are discussed. A particularly wek'ome chapter is that 
containing an examination of the validity ot marginalist doctrine 
and a defence of it against that misunderstanding and mi^^repre- 
.sentation for which some German .schools of thought are res])on- 
siblo. Much of this section is devoted to the re})etition and 
expansion of the conclusions reached in the author's earlier book, 
on the part played by the time-element in distinguishing statics 
from dymimies. Dr. Stroller has, in fact, ])erha])s too great a 
fondness for this time-element, and sometimes inlrodiic(>s it into 
situations where its presence is a little imlu*l))ful. 



494 


THE ECONOMIC JOURNAL 


[SBFT. 


In the second section of the book, building upon foundations 
laid over thirty years ago by J. B. Clark, Dr. Streller develops a 
theory of price and distribution. His Distribution Theory really 
does deal with distribution, and not merely with the pricing of 
the factors of production, and is based on a useful division of the 
iiicomo-rocoiving members of an economy into those whoso income 
is explicable upon statical assumptions, those whoso income is 
explicable only upon dynamical assumptions, and those whose 
income is explicable only by assuming the perpetuation of a 
stale of disequilibrium. That is to say, into receivers of wages 
and rent, receivers of profit and interest, and receivers of certain 
sorts of monopoly-gain. The best part of this section is the 
discussion of the relations between the various groups of Wirt- 
schaftssnbjeckten and society. This theoretical apparatus lends 
itself to particularly happy employment in the demonstration of 
the differences between individualism Jind the policy of laissez- 
fitire. The attempt to supply yet another basis for Bohmbawork’s 
doctrine of tlic under-valuation of future wealth is also worthy 
of attention. 

Allhough Dr. Stroller's use of the concept of static, dynamic 
and pseudo-static economic “ subjects leads to these and other 
useful immediate results, one awaits with interest its wider use 
as part of a now engine for the discovery of economic truth. It 
is therefore a little disappointing to find that the remainder of 
the book — a mere 22 pages — contains nothing more startlingly 
new than the exposition of a new theory of the business cycle. 
The discussion is greatly simplified, no doubt, by the employment 
of the ordiriciry logical device of dealing with only one variable 
at a lime. But Dr. Streller docs not om[)loy this device in 
accordance with the rules of logic. Disdaining to make use of 
t he pound ceteris paribus^ ho allows his other variables to roam 
freely, without making any later attempt even to catch and 
brand them. Not every one of his readers will bo satisfied that 
this j)roreduro is legitimate. The cause which he does permit 
himself to (jonsider ixs coming within the scope of his theory is the 
method of distributing income among the static,” “ dynamic ” 
and “ pseudo-static ” members of society. Any criticism of this 
last part of the book would, however, bo incomplete if it contained 
no reference to the excellent remarks on the methodology of 
business cycle theory. 

But if we arc to judge this work as a real ‘‘ Versuch, diejenigen 
Problemc, die sich auf Grund logischor Ucberlegung als ‘ d 5 ma- 
mische ' erkennen lassen, der LOsung naherziibringen,” we can 
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only wonder at the large amount of territory which Dr. Streller 
has loft totally unexplored. He himself has explained how much 
wider the dynamic field is than the static ; it is difficult to imagine 
why he should be content to show such a faith by such scanty 
works. Of course, the boundaries of a Konjunkiiirtheorie may bo 
drawna so wide as to embrace the whole field of dynamic economics, 
just as the boundaries of a theory of Price Equilibrium may 
encircle the whole of the static field. But the Konjunkiiirtheorie 
which performs this service will be a much more complex 
body of thought than this of Dr. Stroller’s. His book certainly 
cannot bo acclaimed as that “ erste Theorie auf einem fast 
unerschlossenen Gebiotc ** to whicli, on p. 3, he refers. Never- 
theless, when that pioneer theory comes to be constructed, its 
constructor will have reason to be very grateful for the work of 
Dr. Stroller. 

Harold E. Batson 

Prospellive economiche, 1930. By G. Mortara. (Universita 
Bocconi di Milano. 1930. Pp. xxiii + 538.) 

In his introductory survey to the tenth volume of Prospeitive 
economiche, Professor Mortara derives comfort from the fact that, 
despite the existence of depression in certain countries and in 
certain industries, the aggregates of world trade, ])roduction and 
consumption, during the period he is surveying, afford satisfactory 
evidence of grow^th. “ In spite of all obstacles the factors of 
economic progress are constantly accumulating and becoming 
stronger.” The figures on wdiich he bases this conclusion, how- 
ever, do not extend for the most part beyond the middle of 1929, 
and ho may have cause in his next volume, w’licn the figures for 
1930 are available, to modify the above statement and also to 
regard the sequel to the collapse of the New York Stock Exchange 
boom as something more than “ a reaction from the excesses 
of speculative activity, which had momentarily caused some 
embarrassment in the North American economy, though without 
paralysing its formidable power of expansion.” 

It is impossible even to indicate the wealth of comparative 
statistical data contained in this volume ; the reviewer can only 
pick out one or two fragments from his catch in the hope of 
inducing others to fish in the same stream. 

The following table seems to afford scope for no small amount 
of economic and oven of political deductions ; it represents (in 
kilogrammes) the quantity of cereals of all kinds, and of potatoes. 
No. 169. — VOL. XL. 
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available per head of population for the average of the two years 
1927 and 1928. 


Country, 

Cereals. 

Potatoes. 

Including 

seed. 

Excluding 

seed. 

Including 

seed. 

Italy ...... 

305 

282 

38 

Groat Britain and Northern Ireland 

300 

289 

125 

Spain ...... 

354 

320 

164 

Poland ..... 

415 

375 

904 

Franco ..... 

413 

378 

350 

Germany ..... 

440 

406 

620 

Knrope (excluding U.S.S.R.) . 

387 

357 

339 

U.S.S R 

479 

431 

268 


Referring to this table, Professor Mortara says : “It has been 
calculated that in Italy, just before the War, about 60 per cent, 
of the total energy value of human food-stufFs was furnished by 
cereals. The present proportion is certainly not much different ; 
while the corresponding proportions for the United States and 
Great Britain do not reach 35 per cent. For France the pro- 
portion would be in the neighbourhood of 50 per cent., and for 
Russia (U.S.S.R.) 75 per cent.” 

Some light is thrown on international competition in cotton 
goods by a table showing the average values (reduced here to 
£ sterling) per metric cwt. of the cotton cloth manufactures 
(fessvti) exported by five European countries. The figures are 
admittedly not strictly comparable, but the relative price move- 
ments are of interest : 



1925. 

1926. 

1927. 

1928. 

1929. 
(Jon. to 
Sept.). 


£. 

£. 

£. 

£. 

£. 

Great Britain 

39- 1 

34- 1 

31-3 

33-9 ' 

310 

France . 

43*6 

360 

35-5 

320 

33*9 

Germany 

65* 1 

603 

56-6 

6M 

58-4 

Italy 

281 

290 

27-4 1 

26-6 1 

25*1 

Czecho-Siovakia 

32-4 1 

30*3 1 

28-2 

311 

29-5 


The available statistics indicate that in recent years the world 
consumption of cotton manufactures has grown more rapidly 
than the increase in world population, but Professor Mortara 
holds that the factors tending to the disadvantage of the European, 
but above all of the British cotton industry, are permanent in 
character and will become even more pronounced with time. 

Lastly, the following figures of average monthly output of pig 
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iron in 1928 per furnace in blast may be cited as pointing to the 
difficulties under which that branch of the metallurgical industry 
must be working in this country in view of the relatively small 
scale of production prevalent here : Great Britain, 3,940 tons ; 
France, 6,550 tons ; Belgium, 5,750 tons ; Germany, 9,640 tons ; 
the United States 16,430 tons. 

C. W. Guillebaud 

St, Jolin^s College^ 

Cambridge. 

A History of the English Corn Laws. By Donald G. Barnes. 

(Routledge. Pp. xv + 336. 155.) 

Mr. Barnes, who is now Professor of History in the University 
of Oregon, collected the materials for this book several years ago 
while a research student at London and Cambridge. The 
thoroughness with which he did his work may be judged from 
the list of nearly a thousand contemporary pamphlets given in 
the bibliography, practically all of which the author assures us 
he has examined. The result is an exhaustive history of the 
English com laws which will immediately take its place as a stan- 
dard work of reference. Mr. Barnes has had surprisingly few 
precursors in the field which he has chosen. Practically the only 
serious work which attempts to cover the whole ground is the late 
Professor Nicholson’s little History of the English Com Laws, but 
Nicholson’s book provides no more than a sketch, though a 
masterly and illuminating sketch. It has been left for Mr. Barnes 
to fill in the details and to clothe the skeleton with flesh. 

Com laws have difierent objects. Their aim may be to regu- 
late the import trade, the export trade or the domestic trade in 
corn. After the Restoration the regulation of the internal trade 
fell into the background, though the statutory restrictions on the 
activities of the corn-dealer were not removed till 1772, and even 
after that, as the Rusby case showed in 1800, forestalling and 
regrating remained indictable offences at common law. But 
generally speaking it was the regulation of the export trade that 
occupied the attention of the legislature from 1660 to 1815. Mr. 
Barnes speaks on the whole favourably of this period. Notwith- 
standing the adverse judgment of Adam Smith, he gives his 
approval to the policy of the Com Bounty Act of 1689. It had 
become necessary, he says, to secure a market for England s 
surplus grain, and “ the bounty unquestionably aided in finding 
one.” At the same time, the bounty “ was one of the factors 
contributing to the immense increase in the production of English 
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com, and as such was decidedly worth while.” It is hardly 
necessary to remark that these are two different and not quite 
compatible grounds of approval. With regard to the practical 
working of the Act, Mr. Barnes brings to light some interesting 
facts. He shows that there was no administrative machinery to 
fix official prices for the purpose of the bounty. The attempt 
to impose this duty on the justices of the peace failed, and the 
customs authorities were driven to rely on the unsupported 
declarations of the exporting merchants, a procedure which was 
technically illegal. Another interesting point is that no appro- 
priation or subsidy was ever voted by Parliament for the payment 
of the bounty. The custom-house officers met claims out of funds 
in their hands derived from import duties. When about 1750 
these funds ceased to be sufficient and the Treasury had to mjike 
good the deficit, criticism began to fasten on the corn laws, and 
the movement was initiated which led up to the important law 
of 1773. 

From 1815 onwards, Mr. Barnes is traversing fairly familiar 
ground, but he contrives to throw interesting sidelights on some 
neglected aspects of later corn law history. He brings out the 
proper significance of the anti-corn law agitation which developed 
during the eighteen-twenties ; a newspaper and pamphlet agita- 
tion, it is true, but one which anticipated most of the arguments 
used later with such deadly effect by the Anti-Corn Law League. 
The decline of this agitation about 1828 was due to the growing 
conviction amongst its supporters that nothing could be obtained 
from an unreformed Parliament. But the Whigs after 1832 did 
as little as the Tories to remedy the grievance of the corn laws, 
and Mr. Barnes is probably right in conjecturing that ‘‘ perhaps 
nothing except the Poor Law of 1834 did more to disillusion the 
labouring class of the cities about the beneficial results of the 
reform of the House of Commons.” It required the bad harvests 
of 1836 and 1837 to set in motion the great agitation which was 
to bring the corn laws to an end. 

Of the Anti-Corn Law League Mr. Barnes does not speak in 
terms of unqualified approval. He considers its campaign 
“ somewhat unscrupulous,” and shows that the orators of the 
League did not hesitate to use opportunist and often contradictory 
arguments. The movement was mainly a middle-class one. The 
Chartists were hostile, most of them being strong supporters of 
agricultural protection “ because they believed that free trade in 
grain would throw out of cultivation a great deal of land and drive 
thousands of agricultural labourers to the factories to compete 



1930 ] KOBAYASHI : BASIC INDUSTBIES OP JAPAN 


499 


and to reduce wages.” It is interesting to leam that in the 
dialectical battles of the time the free-traders did not always have 
the best of it, and Mr. Barnes has done well to rescue from oblivion 
the names of George Game Day and other doughty defenders of 
protection, in whom the great Cobden himself found foemen 
worthy of his steel. Mr. Barnes’ account of the League is a 
valuable corrective to the unduly favourable impression conveyed 
by Morley’s fAfe of Cobden, Morley wrote too soon after Cobden’s 
death to be critical, but the time for mere panegyric is long past, 
and an extended narrative which would develop the points 
touched on in Mr. Barnes’ chapter is now overdue. 

The explanation of Britain’s solitary position as a free-trade 
country is, according to Mr. Barnes, fairly simple. For a brief 
period in British history the interests of manufacturers and con- 
sumers coincided and free trade triumphed. Nowhere else has 
this coincidence ever occurred, and therefore no country has 
followed Great Britain’s example. The explanation is probably 
true, though it is disagreeable to be reminded how large a part 
chance and circumstance play in deciding the destinies of nations. 
Still there is no help for it. The historian, like the politician, has 
constantly to reverse Bishop Butler’s maxim and inquire not how 
men in reason ought to behave, but how in practice they do 
behave. Causes seldom win or fail on their own merits alone. 
It required something more than an appeal to pure reason to 
establish the ascendancy of free trade over the minds of English- 
men. And if ever this ascendancy is undermined, it will almost 
certainly be through the use of somewhat similar methods. 

A. Birnie 

The University^ 

Edinburgh, 

The Basic Industries and Social History of Japan, 1914-18. By 
UsmsABURO KoBAYASiii. (Tho Carnegie Endowment for 
International Peace.) (Yale University Press. Pp. 280. 
155.) 

The difficulties facing tho author of this book must have 
been enormous, for accurate statistics were hard to obtain, when 
they were not completely lacking. Nevertheless, a very largo 
amount of information has been collected here and should bo of 
considerable use to future researchers. 

Unfortunately there are various blemishes which would 
hardly be expected in a book published under such auspices. 
The method of treatment of each subject is such that a good 
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deal of the text is repeated, sometimes more than once; there 
are some startling inaccuracies in figures, and there is a general 
air of no revision or complete reading having been made by any 
competent person with a full command of English ; figures and 
tables are scattered about rather too freely, and there is no 
index. 

On p. 25, index figures for wages are given month by month 
for 1917, rising steadily from 147 in January to 198 in December, 
and the average for the year is given as 198. On p. 45, the year 
1925 is presumably a misprint for 1918. On p. 8.3, the increase 
in value of artificial fertilisers produced is given as 250 per cent, 
instead of 1 50 per cent. The general obscurity of p. 87 is increased 
by a misprint of Yon 900,000 for Yen 1,180,000, 

The first part of the book deals with agriculture, the second 
with mining and metallurgy, and the third with forestry and 
fisheries. The fourth and last part is an attempt to sum up the 
measures adopted by the Government, banks and private associa- 
tions in their efforts to produce various economic results, followed 
by an estimate of the social effects of the war. There is a good 
deal of valuable information collected in the first three parts, but 
the difficulty of forming conclusions or generalising from it is 
well illustrated by the following quotations : 

P. 15. “ Although Japan was a belligerent she did not 
directly experience the destructive effects of the war, but 
was principally affected by her position as a supplier of war 
materials. The resultant prosperity of her foreign trade 
went a long way towards increasing the income of individuals, 
who, in turn, raised their standard of living and increased 
their buying power. Among the lower classes, who consist 
for the most part of labouring people, the changes wrought 
were phenomenal. Those things which they had regarded 
as luxuries and beyond their reach became accessible to 
them. Those who had formerly eaten wheat and other 
cheaper cereals now became consumers of rice, the costliest 
of cereal foods.” 

P. 23. “ But the chief causes (of the rise in price of rice) 
were the remarkable expansion of the buying power of the 
people, especially the lower classes, who found in the war a 
tremendous opportunity to enrich themselves ...” 

P. 261. And when we come to the lower classes, always 
open and susceptible to the spirit of radicalism, it was not 
uncommon for workers either to go on strike or to idle away 
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their time at work, in order to force their employers to grant 
them shorter hours of work and higher rates of wages. 
While this may have been duo to their awakening, through 
the novel circumstances of the time, or to the contamination 
of Western thought, a truer reason was that their wages did 
not keep pace with the increase in the cost of living.” 

It is strange to find, in a book with so comprehensive a title, 
no reference to cotton growing and manufacture, for cotton goods 
made up some 15 per cent, of Japan’s exports before the war, 
and the cotton industry was the largest of all her factory indus- 
tries. A further omission is any mention of the Twenty-one 
Demands presented to China (with consequent activity in the 
Yangtse valley, Manchuria and Shantung, which must have had 
far-reaching influences in Japan) and of loans to China of some 
£25,000,000 in 1918. 

The accounts given of government efforts to bolster up rice 
prices, and later to limit them, and of the rapid growth of indus- 
tries in a country previously largely dependent on imports, are 
most interesting. It is unfortunate that the tragedy of the 
earthquake should have prevented the gradual working out of 
the changes caused by the war, and that it should have added con- 
siderably to the difficulty of collecting information for this book. 

C. A. Ashley 

The Penetration of Money Economy in Japan. By Matslyo 
Takizawa. (Columbia University Press. Pp. 155. Os.) 

This book suffers from the fault that much of the information 
given is repeated once or of toner in succeeding chapters. It is, 
however, pleasantly written, and easy to read and to follow. 

The titles of the chief chaj)ters are • The Devclo])ment of 
Money Economy, The Effect of Money upon the Development of 
Towns, The Decline of the Village Community, The Decline of 
the Samurai Class, The Ascendancy of the Moneyed Class, The 
Disintegration of the Old Family System. It is evident that the 
main argument of these chapters must be a common one, and 
that most of the evidence might find an appropriate place in 
almost any of the chapters. 

The facts that are presented are usually of a general nature 
and illustrative of general tendencies ; the period covered is over 
six hundred years, and dates are given infrequently. Had the 
question been approached on a chronological basis a much shorter, 
but much more satisfactory book would have resulted. 
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The efforts of successive governments to control prices, main- 
tain existing conditions of life, solve currency problems, and yet 
command a measure of popular support are interestingly described. 
The failure of ministries in similar efforts during the war (as 
described in the book reviewed above) shows again how difficult 
it is for a government to take advantage of past experience. 

C. A. Ashley 

The Meaning of Rationalisation, By L. Urwick, O.B.E., M.C., 
M.A. (London : Nisbet : 1929. Pp. 160. Price la. 6d.) 

This admirable work by the Director of the International 
Management Institute rather suggests the paradox that in Great 
Britain far too little has been done to rationalise, and yet in 
another sense too much. Employers and others have shown too 
little readiness to approach and consider the subject, and Mr. 
Urwick holds that “ the leaders of labour have been far more 
willing to view the new conception carefully, if not with favour, 
than the majority of employers.” This, no doubt, as he points 
out, is largely attributable to the fact that rationalisation of an 
industry, the co-ordinated control of individuals by the industry 
as a whole, is in many ways a step towards “ the wider ideals of 
organised labour,” and away from the individualistic ideas still 
so strong with employers. Moreover, if taken as a mass, em- 
ployers do not welcome the new idea, relative lack of earlier 
experience of co-ordinated action puts them in many whys at a 
disadvantage. For ‘‘ the practice gained by German industrial- 
ists in cartel organisation prior to the war has enormously 
facilitated the readjustments called for by rationalisation.*’ 

On the other hand, organisations for promoting rationalisation 
or one or other of its features are too numerous and far too little 
co-ordinated. Whilst many do admirable work, some “ are of 
inferior value or distinguished rather by moral enthusiasm than 
by effective methods, and irritate the practical business man who 
seeks to use them.” Indeed, Mr. Urwick points out that the 
very multiplicity of organisations is apt to lead sympathetic 
employers to concentrate unduly on one or two of them to the 
neglect of the wider general problem. In short, among the 
things needing to be rationalised is rationalisation. 

From these and other circumstances Mr. Urwick draws 
various conclusions. He emphasises, adopting the phrase used 
by F. W. Taylor in regard to scientific management, that rational- 
isation is '' a mental revolution,” that ” it is a new attitude to 
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industrial management,” and that full success will not come 
unless managers of large unified concerns “ escape entirely from 
the habits of mind associated with the direct management of 
smaller enterprises.” Along with this, rationalisation is not a 
matter of single firms or single industries, but of a co-ordinated 
national effort, leading finally even to international co-operation. 
Moreover, on the national basis, co-ordination must embrace 
the work of the national government and the rationalisation of 
the work of the Civil Service Departments. “ The only Minister 
who can be described at present as responsible to the Cabinet for 
measures effecting the general efficiency of British industry and 
commerce is the President of the Board of Trade, and he is sadly 
liandicappcd in any attempt to take a synoptic view of the whole 
situation.” This is contrasted with the work of the official 
Department of Commerce in the United States and with the 
non-official German Reichskuratorium ; but a beginning towards 
the proposal outlined by Mr. Urwick for the “ creation of machinery 
for thought and study, similar in conception to the Committee 
of Imperial Defence,” seems to have been provided, since the 
book’s publication, in the Economic Advisory Committee. The 
excellent penultimate chapter, on “ Some Suggestions for Action,” 
contains an admirable survey of the place of British Government 
in rationalisation. 

Such being the fundamental basis of the problem, IVIr. Urwick 
has given us a very valuable and suggestive book. Most wisely 
he has devoted considerable space to the definition of his subject, 
both in a most interesting opening chapter and in the scries of 
definitions by authoritative bodies and individuals contained in 
Appendix B. lie has well emphasised in particular that “the 
grouping of businesses in large combinations and the elimination 
of inefficient producers ” is too narrow an interpretation of its 
scope, as compared, for instance, with the view of the Keichs- 
kuratorium, that “ it consists in understanding and applying 
every means of improving the general economic situation through 
systematic organisation.” 

Subsequently, Mr. Urwick attempts to bring the various 
problems of organisation into touch with the central scheme. 
Chapter V, for instance, has an admirable discussion of scientific 
management in relation to it, and a sympathetic appreciation 
of the work of F. W. Taylor. The latter liimself held strongly 
that “ standard conditions established by the management must 
precede standard performance demanded of the men.” Indeed, 
Mr. Urwick, in explaining the earlier opposition of British Trade 
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Unionism to scientific management, hardly seems to allow suffi- 
ciently for the effect of the neglect of this principle and of Taylor’s 
whole spirit by too many of his British imitators. There follow 
chapters on various other sides of the movement — ^Research, 
the Field of Management, and the Field of Administration ; and 
in regard to the two last emphasis is well laid both on their 
necessary separation in the large modern business and on the 
need for co-ordinating them. 

The whole book has a high value. By discussion it clarifies 
the meaning of rationalisation, which is still far too little under- 
stood in this country. It further, as already described, emphasises 
that rationalisation, as a movement, embraces all branches of the 
national economic life, nationally co-ordinated, with the object, 
as in Steuart’s definition of Political Economy, “ of providing a 
plentiful fund of subsistence for all.” Lastly — and it is an 
important matter — the book urges that improvement in the 
general standard of living is an essential part of rationalisation, 
“ to gain for the community,” in the words of the Genoa Economic 
Conference resolution, ” greater stability and a higher standard 
of life.” N. B. Dearle 



NOTES AND MEMORANDA 

Financial Reform and the Indian Statutory 
Commission 

The recent publication of the Report of the Indian Statutory 
Commission, popularly known as the Simon Commission, has 
again brought to a head the all-important question of financial 
reform in India. There has in recent years been no problem in 
public finance in that country so urgent and so important as the 
need of greater harmonisation of central and provincial revenues 
and the necessity of tapping new sources to provide for the grow- 
ing expenditure on nation-building services like education, sanita- 
tion and local self-government, which are the concern of Ministers 
in the provinces. The Commission had as its Financial Assessor 
Sir Walter Layton, editor of the Economist and the author of 
the recommendations on the financial side of the Report. The 
Commissioners indeed “ accept and fully endorse the general 
principles of his scheme.” In this paper it is proposed to set 
forth the salient features of the present system of finance, its 
strength and weakness; secondly, to describe the principles 
of the scheme of the Financial Assessor ; and lastly, to comment 
on the proposals in their applicability to conditions as they obtain 
in India to-day. 

I 

Some of the main characteristics of the financial system of 
India, especially the importance of the taxation of land and 
indirect taxation,^ are due to the predominantly agricultural 
conditions of the country, the self-sufficiency of the villages, the 
inequality erf the distribution of incomes, the low standard of 
living and the precariousness of the rainfall, which makes budget- 
ing ^ gamble in rain. There is a very great unevenness in the 
income distribution. There are very rich men side by side with 
extremely poor people, and the burden of taxation on the former 
presses very lightly as compared with the latter. “ A poor 
cultivator,” says the Commission, “ who not only pays to the 

» Land Revenue has fallen from 60 per cent, of the total tax revenue (central 
and provincial) in 1861-62 to 42 per cent, in the pre-war year 1913-14, and to 
23 per cent, in 1928-29. Indirect taxation was 43 per cent, in 1861-62, 63 per 
cent, in 1914, and 66 per cent, in 1928-29. 
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State a substantial portion of his income from land, but also boars 
the burden of the duties on sugar, kerosene oil, salt, and other 
articles of general consumption, seems to receive very different 
treatment from the big zemindar or landholder in areas where 
‘ permanent settlement ’ prevails, who owns extensive estates, 
for which he may pay to the State a merely nominal charge 
fixed over a century ago and declared to bo unalterable for ever, 
while his agricultural income is totally exempt from income tax. 
Moreover, there are no death duties in India. . . . Whatever 
may bo said for the Indian tariff, much of it cannot benefit the 
agriculturist.” ^ 

If India is to advance economically, money must bo spent 
on the nation-building departments which will result in an 
increase in the standard of living. This means, as we shall see, 
more adequate revenues for the provinces, which must be strong 
units and autonomous in their financial requirements. In the 
past British India has liad one of the most highly centralised and 
efficient governments in the world. The East India Company, 
both as a trading corporation and as a successor of the Moguls, 
had certain centralised characteristics. By the Charter Act of 
1833 the Governor-General of Bengal became the Governor- 
General of India, and was invested with complete control over 
the finances of Bombay, Madras and other subordinate govern- 
ments. These could not create any appointment or incur any 
expenditure without the sanction of the Central Government. 
The Acts of 1853 and 1858 continued the Government of India's 
control over all revenues and expenditures. The revenues of 
India were treated as one, and the provinces were refused any 
legal right to the revenue which they collected. Sir llichard 
Strachey has described how “ the distribution of the public 
income degenerated into something like a scramble, in which 
the most violent had the advantage, with very little attention 
to reason; as local economy brought no local advantage, the 
stimulus to avoid waste was reduced to a minimum, and as no 
local growth of the income led to local means of improvement, 
the interest in developing the public revenues was also brought 
down to the lowest level.” ^ This over-centralisation, as every 
student of Indian finance knows, led to thoroughly inharmonious 
relations between the Government of India and provincial 
governments. 

' Report q, the Indian Statutory Commission, Vol. I. (Cmd. 3568). 1930, pp. 
334-36. 

* Sir John Strachoy's India, 3rd edition, p. 113. 
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Lord Mayo’s decentralisation scheme of 1870^ gave to pro- 
vincial governments the financial control of education, medical 
services (except medical establishments), police, jails, roads, 
buildings, registration and miscellaneous x>ublic improvements, 
and to meet the expenditure connected with these services a 
fixed assignment was made. If this proved insufficient, pro- 
vincial taxation was to bo imposed. In a Minute of 1870, Lord 
Mayo wrote with groat truth : “ I believe, as I have repeatedly 
said, that if we place administration of portions, both of our 
revenue and expenditure, in the hands of the Local Governments, 
it will lead to economy, to increased responsibility, to the avoid- 
ance of much administrative difficulty, and above all, it will 
enable the rulers of the country gradually to institute, in various 
parts of the empire, something in the shape of local self-govern- 
ment, and will eventually tend to associate more and more the 
natives of this country in the conduct of public affairs.” ^ Un- 
fortunately the expanding heads of revenue remained in the 
hands of the Central Government, while the expanding heads 
of expenditure went to the provinces — a feature which has been 
repeated after the Keforms introduced in 1921. Moreover, with 
a fixed assignment the provinces had no inducement to develop 
the revenues raised within their territories. In 1877, during the 
Viceroyalty of Lord Lytton, all provincial services were trans- 
ferred to provincial governments, and in place of the fixed grants 
the whole or part of specified heads of revenue were given to meet 
such expenditure. Here we have for the first time a division of 
the heads of revenue. Indeed the main object was to give the 
provincial governments direct inducements to improve their 
existing revenues through good administration. Settlements 
took place, but not without the usual controversies, between 
1882 and 1904. In the latter year these agreements were made 
quasi-permanent in order to give the provincial governments 
greater independenee in the management of their finances, and 
no longer were these governments liable to have the provincial 
balances swept into the central exchequer on the expiry of the 
settlement. They w^ero able to reap the reward of their own 
economies and were not rushed into spending, as hitherto, before 
the expiry of that settlement. The Central Governmeiit was also 
a gainer, because it knew its own position financially better than 
hitherto. It was also free from the usual quinquennial con- 
troversies. In 1912 settlements were made permanent and a 

^ Resolution No. 3334 of 14th Doceinbor, 1870. 

Minute dated 23rd June, 1870. 
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greater share of growing revenues was given to the provinces. 
There was less intervention in the preparation of provincial 
budgets. Considerable improvements were made in the manage- 
ment of famine relief, and in 1917 the Central Government agreed 
to share the responsibility for this expenditure in the proportion 
of 3 ; 1 with provincial governments. 

The Report on the Indian Constitutional Reforms, 1918, 
usually known as the Joint Report, recommended a complete 
separation of central and provincial finance in order to make 
provincial autonomy a reality. The Report held the view that 
in addition to customs, opium and salt, already central heads, 
income tax should also be a central head of revenue, because (1) 
a uniform rate throughout the country w'as thought to be possible 
only by making it a central subject, and (2) the province in 
which the tax was paid was not necessarily the province in which 
the income was earned. Land revenue was made a provincial 
subject because it was closely related to the administration of 
the rural areas and was closely connected with famine relief 
and irrigation. As there was to bo no divided head, general 
stamps wore to bo made a central head, while irrigation, excise 
and judicial stamps were assigned to the j)rovinces. The deficit 
of the Government of India resulting from the separation of 
sources was the supreme difficulty of the proposal. The Central 
deficit, amounting to Rs. 1,363 lakhs, was to be made good 
from provincial surpluses of Rs. 1,564 lakhs ; ^ 87 per cent., 
therefore, of the difference between the estimated' gross 
revenues of each province under the new scheme and the normal 
expenditure was to be the contribution of each province. In 
order to give the greater taxing power to the provinces, certain 
heads of taxation were scheduled as reserved for the provinces, 
e.g, succession duties, while the residuary powers of taxation 
were left wdth the Central Government. It might have been 
better (and certainly it would have been more logical) to schedule 
the taxes of the Central Government and to give the remainder to 
the provinces, which had to undertake the important and growing 
expenditure connected with provincial services. The financial 
scheme of the Joint Report met with considerable criticism and 
opposition, especially from Madras and the United Provinces — 
both agricultural provinces — as well as from the industrial pro- 
vinces of Bombay and Bengal, both of which objected to the 
income tax, the industrial complement of land revenue, being 
taken by the Central Government. A Committee called the 
1 1 lakh £7,600. 1 crore or 100 lakhs = £760,000. 
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Financial Kolations Committee (usually known as the Moston 
Committee) was appointed by the Secretary of State, on the 
recommendations of the Government of India and the Parlia- 
mentary Joint Select Committee on the Government of India 
Bill, 1919, to advise on (a) the contributions to be paid by the 
various provinces to the Central Government for the financial 
year 1921-22; (6) the modification to be made in the provincial 
contributions thereafter with a view to their equitable distribu- 
tion until there ceases to be an all-India deficit ; (c) the future 
financing of the provincial loan accounts ; and (d) whether the 
Government of Bombay should retain any share of the revenue 
derived from income tax.^ The Committee held that under the 
terms of reference they had to accept the Scheme of the redistri- 
bution of revenues as laid down in the Joint Report on Con- 
stitutional Reforms unless they found the strongest reason for 
suggesting a change. 

The main difference between financial devolution recommended 
by the Joint Reiiort and the Meston Report was as follows : — 
In the former, 87 per cent, of the gross surplus of the provinces 
under the new scheme or of the increased S2)ending power was to 
be taken by the Central Government in the form of contributions 
from the provinces. The Meston Committee, however, believed 
it to be impossible to fix a standard ratio of contributions capable 
of automatic change from year to year owing to the absence of 
statistical data. They took into consideration the indirect 
contributions of the provinces to the Central Government, 
especially customs and income tax, and made certain adjustments 
in the figure of Rs. 1,363 lakhs by eliminating provincial civil 
pensions and leave allowances drawn outside India. The figure 
was thus reduced to Rs. 983 lakhs, which was distributed among 
the jirovinces, not according to increased spending power, but 
after consideration of the financial strength and taxable capacity 
of each province based on the statistical information put at the 
disposal of the Committee. The figure of Rs. 983 lakhs was then 
split up according to a percentage fixed in the light of these facta 
in each province, as follows: — ^Bombay 13; Madras 17; Bengal 
19; United Provinces 18; Punjab 9; Burma 6^; Bihar and 
Orissa 10; Central Provinces 5; Assam 2}; total 100. The 
Committee also recommended that there were disadvantages in 
ordinary circumstances of a system of provincial contributions. 
They suggested that the Central Government should direct its 

» This claudo (Clause d) was added later at the instance of the Government of 
Bombay. 
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policy in order to do away with them as early as possible, owing 
to the growth of customs revenue and the cutting down of military 
expenditure from the high-water marie of Rs. 87 crores (not) 
which it had reached in 1920-21. The Committee also remarked, 
in regard to direct taxation, that “ We doubt if it will be possible 
permanently to exclude local governments from some form of 
direct taxation upon the industrial and commendal earnings of 
their people ; and we recognise the natural anxiety of provinces 
to retain a share in a rapidly improving head of revenue.” ^ The 
Parliamentary Committee in its Second Report made two changes 
of importance : — (1) That in no case should the initial contribu- 
tions payable by any province be increased as recommended by 
the Meston Committee in regard to Bombay, Bengal, Bihar and 
Orissa, Central Provinces, and Assam. ^ The Committee also 
emphasised the peculiar financial difficulties of Bengal, and laid 
it down that “ the contributions from the provinces to the 
Central Government should cease at the earliest possible moment.” 
In view of this, contributions were completely remitted in the 
case of Bengal from 1922-23 and for all other provinces from 
1928-29. The Committee also recommended that all provinces 
should share in the growth of revenue from income tax so far as 
that growth is due to an increase in the amount of the income 
assessed. The Parliamentary Committee as well as the Meston 
Committee thus realised that income tax could not remain only 
a central head of revenue. From the point of view of principle 
this is important. 

II 

It is necessary before dealing with the outlines of Sir Walter 
Layton’s scheme to examine what Adam Smith would have 
called the “ connecting principles.” A Finance Minister has to 
pluck the feathers of the goose with as little squealing as possible. 
Not only must the system produce the required revenue, but it 
must be administratively practicable. It must, for example, 
be adapted in the case of India to a federal constitution. In 
other words, we have to consider the constitutional as well as the 
economic aspects of the proposal. Any satisfactory system must 
reconcile the claims of the provinces and constitutional limitations 
must be kept in view. The old doctrine of the separation of 
sources (viz. the direct taxes are the field of the provinces and 
indirect taxes that of the Central Government) was definitely 

^ Financial Rdatvma CommiUcCt Cmd. 724 (1920), p. 3. 

{Second Report from the Joint Select Committee (189-1920), p. 3. 
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rejected as an article of faith after the war. The Great War 
compelled federal governments to invade the field of direct 
taxation to an extent never dreamt of in the philosophy of public 
finance. Income taxation is now the chief head of federal tax 
revenues in the United States.^ Twelve states of the Union 
also levy income tax. Canada introduced a Dominion income 
tax in 1917, and there is now an income tax in British Columbia, 
Manitoba and Prince Edward Island. In Australia from 1915-16 
the Commonwealth had to impose heavy direct taxation in 
addition to the direct taxation on income levied by the States. 
Customs since the time of Alexander Hamilton has in all countries 
without exception been under federal control in order to ensure 
that there should bo no imi)edimcnts to provincial or ijiter-stato 
commerce. Sir Walter Layton has laid down three cardinal 
principles. (1) That responsibility for imposing additional 
taxation is definitely laid upon those who will have to incur 
additional expenditure; (2) that sources of revenue appropriate 
to their requirements are available to those authorities who have 
urgent and expanding services to administer; and (3) that all 
parts of India shall make a not unfair contribution to common 
purposes.^ Tested by these principles the financial system of 
India to-day is obviously unsatisfactory. It might have been 
possible to add three other widely recognised principles ; viz. (4) 
that every person having taxable capacity should pay a direct 
personal tax to the Government under which he is domiciled and 
from which ho receives protection and other benefits ; (5) tangible 
property by whomsoever owned should be taxed by the juris- 
diction in which it is located, for the simple reason that it receives 
protection and other governmental benefits ; and (G) business 
carried on for profit in any locality should be taxed for the benefits 
received. 

In regard to the first of these principles, experience since 
1921-22 has shown that additional taxation in India has been 
levied chiefly in the form of customs, which is, as wo have seen, a 
central head of revenue. Customs revenue in 1928-29 increased 
44 per cent, over that in 1921-22, the first year of the Reforms. 
Land revenue, the mainstay of the provinces, and before the war 
the main source of revenue in India, did not increase. The 
figure for 1928-29 was actually 4| per cent, below that of 1921-22. 
Land revenue, in short, as a contribution to the cost of govern- 

^ 68 pop cent, in 1928-20. 

• Cf. Report of the Indian Statutory Commissiont Vol. II. (Cnid. 35fi8), 1930, 
p. 211. 

No. 159.— VOL. XL. 
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ment, has greatly declined, mainly due to its inelasticity through 
administrative or legislative impediments. Responsibility then 
for additional taxation is not laid upon those who have to incur 
most additional expenditure. It is in the provinces that this 
expenditure must be incurred. In regard to the second of Sir 
Walter Layton’s principles, it is clear from what has already 
been said that sources are not available to those who have urgent 
and expanding needs, and in regard to his third principle it cannot 
be said that all parts of India are making equal sacrifices in the 
cause of education, sanitation and other services which raise the 
prosperity of the country as a whole. In regard to three other 
principles, it is unfortunately not the case that those having 
taxable capacity pay a direct personal tax to provincial govern- 
ments, nor is tangible property or business taxed for the pro- 
tection and benefits received. For these reasons the system of 
financial devolution introduced by the Government of India Act, 
1919, stands condemned. The Indian Statutory Commission 
has well said that “ success or failure in constitutional experi- 
ments depends largely on the extent to which those who have to 
operate them are provided with adequate revenues.” ^ In 
other words, a sound financial scheme must provide sufficient 
resources so that, as has sometimes been said, the growing 
organism of self-government can draw air into its lungs and 
live. 

The Indian Statutory Commission and the Financial Assessor 
considered three schemes providing for fiscal autonomy in the 
provinces, and at the same time assisting India towards a federa- 
tion. The first of these was one suggested by a majority of the 
members of the Indian Central Committee, that all revenues, 
including customs and income tax, should be assigned to the 
provinces, which in turn should finance the Central Government. 
This, however, is theoretically and administratively indefensible 
because not only has it no precedent in any federation, but it 
would leave the Central Government independent of the provinces 
in regard to its expenditure, and at the same time able to demand 
from the provinces revenue to meet its requirements. Customs, 
moreover, must be a federal head so that there can be uniformity 
of rates throughout the country and no inter-provincial or inter- 
state customs barriers. The customs revenue collected at the 
ports cannot be said to belong to any province or provinces, but 
they are paid by people all over India, just as is the case of income 
tax paid at such centres as Bombay and Calcutta, the main 

^ Op, cU., p. 131. 
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centres of India’s commercial life. Another scheme is to transfer 
certain services at present undertaken by the provinces to the 
Central Government, which would finance these by grants-in-aid 
from Central funds. Experience in the United States of America 
and other federations has shown that there are many objections 
to this method. It stifles local initiative, especially in regard to 
the vital services which depend for their solution on the states. 
It attempts to create a uniform system into which all provincial 
administration must be cast. It may also serve as an excuse 
for. the Central Government to ram down the throats of the 
provinces federal policies. It sometimes, if not usually, results 
in a transfer of wealth from the richer to the poorer provinces. 
On the other hand, it is argued that it brings in India a stimulus 
and leadership that could not come from any source other than 
the Central Government. Federal subsidies on the whole hamper 
progress towards responsible government, and in the words of the 
Assessor, ‘‘ The scheme is at variance with the widely held view 
that political evolution of India requires the development of as 
large a class as possible of persons engaged in public work and 
administration and accustomed to public responsibilities. The 
most important school in which this class can bo trained will be 
in the provinces, where provincial legislatures will have to grapple 
with and direct the development of stxiial services, which, it is 
hoped, will take place in the years immediately ahead.” ^ Cen- 
tralisation, in short, is neither advisable nor practicable. The 
remaining plan is the one adopted by the Assessor, viz. a scheme 
by which provincial sources of revenue are supplemented by cer- 
tain taxes collected by the Central Government on behalf of the 
province and distributed to them on an automatic basis. Sir 
Walter Layton recommends a scheme the main strength of which 
lies in the financial autonomy of the pravdnees and in its federal 
nature. He proposes to make it possible for provincial authorities, 
without extravagance but with great advantage to economic 
well-being, to increase expenditure in the provincial sphere by 
about Rs. 40 to 50 crores in ten years. He proposes to give 
provincial governments one-half of the collections of income tax 
on personal incomes, which will meet the claims of industrial 
provinces like Bombay and Bengal. This will involve the loss of 
revenue of Rs. 6 crores to the Central Government but a corre- 
sponding gain to provinces. Further, it is proposed to give the 
provinces a right to levy surcharges on personal incomes, as in 
Japan, France, Italy and other countries. This would give a 

^ Op, cit., p. 249. 
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yield to the provinces, excluding Burma, ^ of Rs. 3 crores annually. 
The provinces would also bo given the whole of the tax on agri- 
cultural income, estimated to be about Rs. 5 crores annually, at 
the end of ten years. Ho also suggests that terminal taxes may 
bo levied by the provinces at every railway station at a low rate. 
The tax would bo highly productive and would be restricted in 
order not to interfere with trade unduly or with general economic 
or commercial policy. “ It is very desirable,*’ says Sir Walter 
Layton, “ that there should be the greatest possible freedom of 
movement of goods in India in order to encourage specialised 
production, which is one of the most important ways in which 
the standard of living can be raised. It is, moreover, difficult 
to impose taxes of this kind without putting a heavy burden 
upon short-distance traffic, and, indeed, it would be necessary 
to devise the scheme carefully in such a way as not to involve 
discrimination. But despite these objections, there is consider- 
able justification in an extensive but poor country such as India 
for following the jirecedent, set in many European countries and 
elsewhere, of levying what in effect would be an internal consump- 
tion tax. The tax is an easily collected one, and, even if it were 
levied at a very low rate, would be very productive of revenue if 
generally applied.” ^ He also suggests that the local cess on land 
should no longer bo limited, as it is in many provinces, to one 
anna in the rupee, in view of the fact that land revenue no longer 
bears a high proportion of the net produce and, moreover, other 
cesses levied on land for Imperial purposes have been abolished. 
Thus at the end of ten years the revenue in the provinces would 
bo increased by Rs. 6 crores from personal income taxes, Rs. 3 
crores from surcharges on these personal income taxes, Rs. 5 
crores from the taxation of agricultural income, Rs. 8 crores 
from terminal taxes, a total of Rs. 22 crores, together with Rs. 14 
crores from a Provincial Fund, which is a very important part of 
the scheme. It is proposed to create a Provincial Fund consisting 
of excises on cigarettes and matches (Rs. 8 crores) and, when the 
Central budget situation permits, the duty on salt (Rs. 6 crores). 
The resources of this fund of all India excises collected annually 
will bo distributed to the provinces on a per capita basis. Thus 
at the end of ten years it is estimated that the additional revenue 
to the provinces will be in the neighbourhood of Rs. 40 crores, 

^ Burma is excluded from the scheme in view of the fact that the Commission 
recommends that Burma should be separated from India and put direct under 
Imperial authorities in London. 

* Op. cif., p. 243. 
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allowing for a natural growth in present revenues. In 1929-30 
provincial revenues were Rs. 78 crores. After a decade they 
should be at least Rs. 114 crores, while the Central budget should 
increase by Rs. orores after salt is transferred and opium has 
disappeared under the present opium policy. Before this latter 
surplus is available to the provinces the claim by Indian (Native) 
States to a share in customs money has to be considered.^ On 
the other hand, the Native States may rightly be called on to 
pay an increased share of defence. The cost of the army has 
risen from Rs. 32 crores in the pre-war year to Rs. 66 crores. On 
a population basis the share of the increased cost of the army 
which could be debited to the Indian States would amount to 
nearly Rs. 6J crores, a sum which would more than balance 
Rs. 4J crores, the increase in the Central budget after ten years. 
To make joint consultation and action possible regarding powers 
falling within the scope of provincial finance, it is proposed to 
create an Inter-Provincial Finance Council, consisting of the 
Finance Member of the Government of India and provincial 
Finance Ministers, who would meet to consider proposals for 
initiating changes in taxes within the scope of the Provincial 
Fund. The right of making changes in regard to the Fund must 
rest with provincial Finance Ministers, who have to balance their 
budgets. The Federal Assembly would consider these proposals 
in a special session. The Fund is to be separate from the Central 
budget. The Provincial Fund is essentially a federal idea and 
provides for common rates of taxation, a common collecting 
agency with the maximum of fiscal independence of the provinces. 
The body interested in this Fund is the provinces, and it is to be 
controlled by the Federal Assembly acting on behalf of the 
provinces. 

Ill 

The strong points of the Scheme outlined by Sir Walter 
Layton are that it provides in its financial aspects for increased 
revenues for provincial purposes. Its object is the strengthening 
of the provincial governments, which will be able to raise the 
standard of living by greatly increased expenditure on vital 
services, especially education. In the second place, he sees that 
the essential problem is to estimate how much increased revenue 
will be required by the provinces and to show how that sum can 
be raised. The Scheme, while it necessitates the collection of 
national taxes by the Centre on behalf of the provinces, makes 

* Of. op. cU.t p. 271. 
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the provinces responsible for their imposition through an Inter- 
Provincial Finance Council and the Federal Assembly sitting in 
special session. This gives to the Scheme a federal character 
which is in harmony with the constitutional recommendations of 
the Indian Statutory Commission. The future development of 
India must be on federal lines, the Indian or Native States taking 
also their rightful place side by side with the Central Government 
and the fiscally independent provinces. 

The main criticisms of the proposals from a financial point 
of view may bo grouped under two heads — the feasibility or 
otherwise of new sources of revenue and the practical working 
of the Provincial Fund. 

Of the new sources of revenue Sir Walter Layton has given 
considerable emphasis to direct taxation, which in this as in most 
Oriental countries is fraught with difficulties in the matter of 
collection. The assessees are unwilling to state their income^ 
and it is not unusual for them to keep more than one set of books, 
one set being for the tax collector. Moreover, with widespread 
illiteracy accounts arc often non-existent or kept in such a way 
that the income-tax collector has to guess the income of the 
assessee on the best information available. The advantages of 
direct taxation cannot be pressed too far in an agricultural 
country such as India, whore much income cannot bo assessed 
and where the population is living near the subsistence level. 
Indirect taxation, therefore, has considerable im[)ortance, and 
to-day it is 66 per cent, of total tax revenue as compared with 
41 per cent, in Great Britain. Considerable improvements, 
however, can be made by adjusting burdens so that the richi'r 
classes pay a fair share comparatively. It is accordingly sug- 
gested to rectify the comparatively small yield from income tax 
by lowering the limits, which are undoubtedly high. Tlie rate 
of progression also requires reconsideration, as it is not steep 
enough, especially between incomes of Ks. 5,000 and Ks. 100,000. 
No longer should income from foreign investments wliich is 
brought to India within three years be exempted. This is a 
reform considerably overdue. The increase from those changes 
in the income tax is taken at about Its. 5 crores within the next 
ten years. ^ It is also proposed to get rid of the anomaly whicli 
has crept into the Indian income-tax system of exempting from 
taxation agricultural incomes — an exemption which did not 

^ A certain amount of the increase will bo duo from tho rosult of higho 
taxation of composite income when agricultural income is includo<l. Cf. ImV ni 
Statutory Commission lipporf, Vol. II. pp. 237 and 261. 
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exist between 1860 and 1873. The advantages would be great 
notwithstanding the administrative, legal and political difficulties. 
Non-agricultural earnings of pco])lo who own land would also be 
taxable at a higher rate. The taxation of moneylenders and 
others will therefore be raised, find this is a class who can w'ell 
afford to pay. The Report suggests that the exemption should 
ho removed by stages to avoid hardship. The full rate of income 
tax and super-tax would not bo imposed on landholders until 
after a s])ecified date, the exemption being decreased gradually. 
The collection and administration of the tax and rate would bo 
fixed by the Central Government, and the yield from the agricul- 
tural incomes would then be assigned to the province where it 
was collected. The taxation from agriculture is estimated by 
the Financial Assessor, probably on prices of agricultural produce 
considerably in excess of the prices which obtain to-day, to 
])roduce at the end of ton years Rs. 5 crores. Other estimates 
have varied from Rs. 1 to 3 crores. Half of the income tax on 
])ersonal incomes, but not su])er-tax, will be given to the province 
of origin. The provinces would bo entitled also to levy a surcharge 
on personal incomes up to tlu' extent of half the amount trans- 
ferred by the Central Government. This would give the pro- 
vinces an opportunity to vary direct taxation within their borders. 
Theoretically super-tax ought to bo shared with income tax, but 
the Report recommends that this is not possible, as the sacrifice 
at present would bo too gnvat. No fault can bo found with the 
proposal to levy surcharges on personal incomes to the amount 
transferred, as it gives local governments the means of taxing the 
rich as well as the poor and pro\'ides them with an elastic head of 
revenue. Provinces under the present scheme of financial 
relations are able to tax only the cultivator and the poor man. 
The Assessor to the (\)mmission has rightly refused to transfer 
excise to the Central Government in view of the peculiar con- 
ditions in India. ()i\'ing to the extent of India and the variations 
in the methods of manufacture in the various provinces, the 
( Vuitral Government would find it difficult, in these days, to have 
a strict system of uniform control and to suppress smuggling and 
evasion more successfully than at present, w'hen the excise is 
wholly a provincial head. Moreover, to make prohibition turn 
on the reduction of military expenditurCt which would be the case 
if it were transferred to the Central Government, would not be 
advisable. The Central Government must have stable and 
certain sources of revenue which cannot be threatened with the 
prohibition movement. Sir Walter Layton suggests rhat the duty 
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on imported liquor should be reduced to a standard luxury duty 
of 30 per cent., and the provinces should be entitled to impose 
further excise duties if they wish. His object is to co-ordinate the 
liquor policy within each province. The Central Government 
would lose by this Rs. crores. It may be argued that there 
are administrative difficulties in this connection. But on the 
whole the suggestion may be accepted, especially as commercial 
stamps would be transferred to the Central Government, and this 
would balance the loss of duty on imported liquor, at present 
obtained from customs. 

Additional taxation for the provinces is also to bo obtained 
from the important Provincial Fund, which should be fed, as we 
have seen, from new national excises on cigarettes and matches 
and the duty on salt to be transferred when the budget situation 
permits. This is perhaps the most important proposal in the 
whole scheme, as it is essentially a federal idea. It is a pity that 
the proposal is confined to cigarettes and not to tobacco generally. 
In native States by a system of licences there is already taxation 
of tobacco, and it would have been more satisfactory if, in addi- 
tion to taxes on cigarettes and matches, a licence duty on tobacco 
had been suggested. Tobacco could have been taxed by this 
system without much difficulty. A Government monopoly, and 
acreage fee, or a regular excise system might have been considered, 
but on the whole they are less satisfactory than a system of licences. 
A Government monopoly would be too vast an undertaking. An 
acreage fee is not possible owing to scattered cultivation and to 
the great variations in yield per acre. An acreage fee on different 
rates would involve considerable expenditure and would give an 
opportunity for oppression by the revenue officials concerned. An 
excise system would be suitable for manufactured tobacco in an 
organised industry like cigarettes, as proposed by the Financial 
Assessor. In India the production of tobacco is very unorganised, 
and on its way to the consumer country it does not pass through 
any agency where an excise duty could be without difficulty levied. 
Licences would be a productive tax. The average yield per head 
of this tax in French India is 3 annas, in Nawanagar 6 annas and 
in Travancore 8-1 annas. 

Sir Walter Layton refers to the glaring anomaly in the Indian 
fiscal system of the absence of death duties. On the political 
and legal difficulties in the way of the imposition of this tax, 
which arise mainly from the complexities of the Hindu law of 
inheritance, I am not competent to express any opinion. I am 
assured, however, that it would be unsafe to rely on these duties 
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iiH an important source of revenue during tlie next decade, especially 
if, as is suggested above, the exemption of agricultural incomes 
from income tax is removed. In most federations death duties 
are wholly assigned to the constituent states or provinces, but 
general legislation for the regulation of the tax has been found 
necessary in some countries in order to avoid double taxation. 
The tax, moreover, is clearly connected in its nature and adminis- 
tration with the income tax, which is collected and administered 
by a central authority in India. The Taxation Committee has 
also recommended that the legislation dealing with the tax should 
be undertaken by the Central Legislature. The tax if levied in 
India would, therefore, probably have to be administered by a 
central authority and distributed among the j)rovinces.” ^ It is 
to bo regretted that this has not formed part of liis Scheme, 
because these are not insurmountable. In Canada and Australia 
such duties are about 18 and 12 per cent, of provincial tax revenues. 
The tax would ])o remunerative. The question of i)o]iti(al difli- 
ciilties being great has been perhaps over-estimated. I have 
dealt elsewhere with this tax as it might be applied to the joint 
Hindu family system.- The liability of the estate may be limited 
to the occasion of the death of a copaixicner of the oldest generation 
of the joint family. Thus in a family of throe brothers and their 
children living in a joint family, succession duty would be payable 
only when each of the three brothers dies, and the duty on each 
occasion would bo on the amounts aggregating to the one-third 
of its total value. There is no valid reason hy, when the taxation 
of agricultural incomes is introduced, the imposition of death 
duties should not also be introduced. Death duties are com- 
])lementary to the taxation of income, and in view^ of the large 
expenditure on nation- building services the time has come when 
this question should be most seriously considered. 

A terminal tax is suggested as a consumption tax leviable at 
every railway station. This is bound to meet with great opposi- 
tion from the trading communities and those municipalities 
which already have terminal taxes for local purposes. The 
strong point of such a tax, like the recently discovered tax on 
sales levied in very many countries exce])t Great Britain and the 
United States of America, is its productivity, and it is estimated 
that it will bring into the coffers of the local governments no less 
than 8 crores of rupees. The productivity of the tax may make 

* Report of the. Indian Statutory Commissiony Vol. 11. (Cm<l. 3568), p. 241. 

• For a full treatmont of tho subject of death duties in Inrlia soe my Science 
of Pxihlic Finayveet Macmillan & Co., pp. 30ft-14. 



520 


THE ECONOMIC JOURNAL 


[sept. 


it necessary to sacrifice questions of inconvenience and of the 
existence of an additional imposition to that in vogue in 
municipalities. 

Next as to the estimates, the Report estimates the future 
requirements of the provinces as “ from Rs. 40-50 crores within 
the next ten years.” ^ The estimated yield, however, comes 
to only about Rs. 40 crores, as we have already seen. The 
estimates are admittedly optimistic, as they assume that things 
will go on well, economically and politically, and there will bo 
no wars, serious frontier troubles, internal disturbances, or 
political unrest. They assume an increase of taxation both 
direct and indirect, but many provinces “ may hesitate to impose 
at all events these taxes, the rates of which are entirely within 
their individual control.” ^ Customs revenue is also liable to 
bo affected by a bad monsoon, which would reduce “ the general 
purchasing power of the country, and therefore the receipts from 
customs.” 3 There are not a few who, like Sir Basil Blackett, 
late Finance Member to the Government of India, feel that the 
fall in expenditure and the growth in revenue of the Central 
Government will fall short of what is assumed. It is not possible 
hero to examine in detail the estimates given in the Report. It 
is, however, essential to enter a caveat that the proposed taxation 
must be undertaken with the least possible delay and in keeping 
with the time-table which has been given in the Report.^ 

The federal idea underlying the institution of a Provincial 
Fund is, except in one respect, sound in every way. The voting 
of taxation will, as we have seen, rest with the provinces themselves 
through the Inter-Provincial Council and the National Assembly 
sitting in a special session. If the Finance Ministers of more than 
three provinces desire a change in taxation connected with this 
Fund, it will be the duty of the Finance Member of the Govern- 
ment of India to move in the Federal Assembly that the change 
be made. This would be left to the free vote of the Assembly 
and the Viceroy would not have the right to certify taxes for the 
Fund. The Finance Ministers of the provinces or a few deputed 
by the Inter-Provincial Council would be permitted to attend the 
session and take part in the debate, but not being members they 
would not vote. A change in the Provincial Fund would rest with 
the Federal Assembly alone, and changes would not be permitted 
in the basis of the distribution unless there is a two-thirds majority 
of the Assembly and also of the representatives, say two-thirds of 
the provinces. There will be constitutional safeguards to prevent 
the proceeds of the taxes being diverted to other purposes. 

^ Op. ct^., p. 230. * Op. p. 261. • Op. ct/., p. 221. * Op. ct/., p. 267. 
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Further consideration is necessary of the proposal to dis- 
tribute the national excises in the Provincial Fund on a per 
capita basis. The Commission and the Assessor perhaps attach 
too much importance to this form of distribution. Sir Walter 
Layton admits “ there is no doubt that the yield would be some- 
what heavier from the more prosperous provinces than they 
would receive back on the basis of their population. The plan 
would, therefore, to that extent benefit the poorer regions.” ^ 
In the distribution of resources per capita y grants by themselves 
have proved unsatisfactory in all federations because they do 
not take into consideration wealth, relative taxable capacity and 
needs. To take one example, wc may refer to page 233 of the 
Keport, whore the expenditure province by j)rovince is given 
under education, sanitation, land revenue and general administra- 
tion, law and order, civil works and miscellaneous heads, together 
with the density of population i)er square mile. According to 
budget estimates, 1929-30 total expenditure per head of popula- 
tion is Rs. 8*3 in Bombay, Rs. 5*5 in the Punjab, Rs. 4*2 in 
Madras, Rs. 3*9 in Assam, Rs. 3-8 in the Central Provinces, 
Rs. 2*7 in the United Provinces, Rs. 2‘6 in Bengal, and only 
Rs. 1«8 in Bihar and Orissa. The cost of education per head is 
as high as Rs. 1*06 in Bombay as compared with only Rs. ‘26 
in Bihar and Orissa. The cost of sanitation per head in Bombay 
is Rs. -47 as compared with Rs. do in Bihar and Orissa. Land 
revenue and general administration charges are Rs. 1-5 in Bombay 
as compared with -3 in Bihar and Orissa. Tlu^ cost of police is 
Rs. 1-4 as compared with Rs. 4 in the latter provinces, owing 
largely to higher salaries and wages that must necessarily be paid 
in Bombay. We find that some provin(?es, such as Bombay, 
supply more amenities of civilisation to their population than 
do most other provinces. Education, iSor example, is far more 
expensive per head in some provinces, such as Bombay, than in 
others. Moreover, where the provimre is large and the population 
scattered the costs of government tend to rise. Under a per 
capita scheme of distribution the provinces would be unfairly 
treated. In the United States of America the subsidies per head 
vary in different States. In New England the subsidy per head 
is half the average for the whole country, while the Western 
States get 85 x')er cent, more than this average. In Canada, 
Prince Edward Island gets nearly five times the per capita grant 
of Ontario, and Quebec three times the grant of British Columbia. 
Sir Wilfrid Laurier, in addressing the Canadian House of Commons 
in 1907, stated that “ The experience of forty years has brought 

^ Indian Statutory Commission Report^ Vol. II. p. 
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this fact again and again to the attention of Parliament and the 
people of Canada. Not once, not twice nor thrice, but periodically 
and systematically, Parliament has been asked, at almost regular 
intervals, to vote in favour of now one province and now another 
province appropriations far in excess of anything that had been 
stipulated by the British North America Act. . . . All these have 
been made by Parliament without any plan, without any guiding 
principle, but simply as the expediency of the moment suggested, 
or rather as the financial difficulties of one province or the other 
were more or loss urgent.” ^ The Report cites Canada and 
Australia as precedents, but in these countries per capita, grants 
have proved to be unworkable. Thus even the grants fixed in 
1867 by the British North America Act were not entirely on a 
population basis. Special grants were given to certain provinces 
as well as a grant fixed per head of population. But the grants 
were not to vary with the growth of population except in the case 
of New Brunswick and Nova Scotia, where the grants were to 
increase until the population reached 400,000. This continued 
up to the Amending Act, 1907, when a sliding scale was intro- 
duced, so that the lower the population the larger the grant per 
head.^ There are, in addition, lump sum special grants given for 
services affecting the welfare of the country as a whole, ejj, 
education and highways. These are continued up to the present 
day. In Australia up to 1 9 1 0, 75 per cent, of the customs collected 
by the Commonwealth Government in each State was returned 
to the States.^ In 1910 a per capita was introduced, but even 
in that year special grants were assigned to Western Australia, 
and in 1912 (two years after the adoption of the new basis) 
Parliament decided to grant special financial assistance to 
Tasmania. In short, the system of per capita payment uniform 
to all States was never applied.^ The Commonwealth Premier, 
the Rt. Hon. S. M. Bruce, said at a Conference of Commonwealth 
and State Ministers in 1927 regarding the adjustment of Common- 
wealth and State financial relations : “ I suggest some doubts 
as to the equity of the per capita agreements in regard to the 
States themselves. The per capita system would moan ever- 
increasing payments to the States whoso population was growing 
fast, possibly because of the development of secondary industries, 
but the payment to other States having great developmental 

* Report of the Royal Commission on Maritime Claims ^ 1026 (Ottawa), p. 12. 

* Section 118-19 of the Act for the Union of Canada, Nova Scotia and New 
Brunswick (30 Victoria, Cap. 3). 

* An Act to constitute the Commonwealth of Australia (1900), sections 
85-87 (63 and 64 Victoria, Cap. 12). 

^ AuHtralinn Oommonweahk Parliamentary Report, 28 A, F 7376, 1926, p. 1. 
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problems to solve and vast territories to administer would not 
increase to the same extent, because in these States the growth 
of population would be slower. ^ In that year the per capita 
payments were discontinued, and in return the Commonwealth 
Government undertook to take over all State debts as existing 
on June 30, 1927, for a period of fifty-eight years, and it provided 
for both interest and sinking funds. For future debts a con- 
tribution towards sinking funds was to be made. This was ratified 
by a Commonwealth referendum in 1930. In the Union of South 
Africa under the Provincial Subsidies and Taxation Powers 
Amendment Act (1925), provision is made for the payment of 
subsidies not on a per capita basis but in respect of the average 
school attendance during the previous year. But hero, in fixing 
the rate, differences in the cost of living between the coastal and 
inland provinces have been considered. Special subsidies are 
paid to Natal and the Orange Free State. In Switzerland the 
contributions of the Cantons to the Central Government are not 
on a per capita basis, but are fixed with due regard to the wealth 
and taxation resources of the various Cantons. It is unfortunate 
that the Financial Assessor did not take into consideration relative 
taxable capacity, which can be measured and which was referred 
to in the Meston Committee’s Report. In my Memorandum 
prepared for the Commission, index -numbers of relative taxable 
capacity based on population, production, the consumption of 
necessaries, number of letters and post cards delivered, revenue 
and expenditure, agricultural and non-agriculiural income, 
economic strength (aggregate income multiplied by average 
income per head), tax collections, including personal incomes 
assessed to income tax and super-ta.x, were included, and the 
following results were obtained for the year 1921-22 : 


Province. 

Average of 
Aecuiato 
Data. 

Average of 
lesa Accurate 
Data. 

Index of 
Relative Tax- 
able Capacity. 

1. Bombay 

100 

100 

100 

2. Madras .... 

77 

63 

73 

3. Bengal .... 

S2 

96 

87 

4. United Provinces 

6S 

57 

GO 

6. Punjab .... 

47 

52 

48 

6. Burma .... 

59 

41 

54 

7. Bihar and Orissa 

41 

49 

43 

8. Central Provinces 

41 

35 

39 

9. Assam .... 

16 

15 

16 


^ ComrnonwedUh ParliatnefUary Papern^ F 8768, 1927, p. 10. 

• Memopandum and Statistical Tables on the need for readjusting Central 
and Provinoial Finance in India. 
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A province with a high taxable capacity like Bombay, which 
has a population of only 19 millions, would receive from the 
Provincial Fund, on a population basis, far loss than Bengal, 
Madras and Bihar and Orissa, whore the population is 47, 42 and 
34 millions respectively, although it would contribute to the 
Central Provincial Fund owing to the higher standard of living 
of its inhabitants, perhaps a larger sum per head from national 
excises. Moreover, its administrativ^e costs, as already noted, 
are comparatively high. Except in regard to income tax, Bombay 
is at a disadvantage as compared with the thickly i)opulated and 
agricultural provinces. Bengal will gain owing to its largo 
population, not merely from the Central Fund, but in regard to 
the taxation of agricultural incomes, terminal taxes and income 
tax. The Memorandum of the British Treasury has well summed 
up the position when it saw that if two countries are closely similar 
in their standard of wealth and economic conditions, “ apportion- 
ment in the ratio of ])opulation is good enough.’’ ^ Where, 
however, there are differences in relative wealth this would not 
hold good. 

The inequalities proposed for the distribution of the Pro- 
vincial Fund will, under Sir Walter Layton's Schenus perj)etuato 
the inequalities of the Financial Relations Committee (the Meston 
Committee), although not to so serious a degree on ac count of 
the division with the provinces of income tax on personal incomes. 
The jjer capita basis of distribution, with the taxation of income 
from agriculture, would again make the agricultural |)rovinces 
such as Madras, the United Provinces and the Punjal), which 
gained in 1921, still further gainers. Jf, however, death duties 
and tobacco excises were levieil, the more ])rospcrous j)rovinces 
would have less reason to coin])lain. Wc^ have already touched 
on this. 

To sum up, the main value of tlio Scheme of the Indian 
Statutory ('ommission, or rather of its Financial Assessor, is in 
its economic and constitutional aspects in regard to the j)rovinces. 
Self-government in the provinces will he a delusion unless adequate 
revenues, especially for vital services siicli as education, are forth- 
coming. It is within the provinces that future economic progress 
must lie. If India is to make any real progress from a very highly 
centralised but efficient bureaucratic form of government to a 
federation of self-governing units or provinces, a Scheme on the 

^ Cf. Report of the Committee of the Privy Council on the question of contributions 
to Imperial Funds from the Islands of Jersey, Cuernsey arid Man, Cmd. 

1926, p. 37. 
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lines suggested will be necessary. Many of the criticisms referred 
to above will bo discussed at the Round Table Conference in 
London in November, and they certainly require discussion before 
the Amended Government of India Act comes before the British 
Parliament. The Report of Sir Walter Layton is one of the 
most helpful and wisest yet published regarding that most urgent 
question, the basis of all reform, the problem of financial relations 
between the Central Government and the provinces. It recalls 
to mind the saying of Kautilya, the earliest of Indian economists, 
“ The beginning of every undertaking is finance.” 

G. FlND^AY SniKllAS 

Oujarat College, 

University of Bombay. 


OpFirrAL Papers 

Report of Delegation on the Industrial Conditions in the Iron and 
Steel Industries in France, Belgium, Liixernbnrg , Germany and 
Czechoslovakia. (Economic Advisory Council. Cmd. 3601. 
9d.) 

Report of Committee on the Cotton Industry. (Economic Advisory 
Council. Cmd. 3615. (x/.) 

These Reports furni>h interesting information on the 
argument for iiidu.strial rationalisation. The former gives brief 
summaries of post-war reorganisation, together with a review of 
labour conditions and methods of payment. The industry in 
France, Belgium and Luxembourg has far loss organisation on the 
labour side than it has in Germany ; in Germany the conditions 
are to a considerable extent the same as in Britain. In Germany, 
despite the rationalisation movement, the industry is suffering 
from unemployment, and the serious competition of France, 
Belgium and Luxemburg is emphasised. As the result of a visit 
to several representative British works, the Delegation concluded 
that ‘‘ as regards efficiency and management, and the modernity 
of equipment of certain units of plant, the British works were 
equal to, and in some cases superior to, the iron and steel plants 
which had been seen on the Continent.’* 

The latter Report finds that far-reaching improvements must 
be introduced, if the Lancashire industry is to arrest the decline 
in its trade, or recover its position. Cost of production is 
relatively high. There are required technical improvements, 
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involving considerable re-equipment, larger units in each section of 
the industry, and co-operative effort in production and marketing. 

If this is not undertaken voluntarily, ** it would be the duty 
of the Government to consider inviting Parliament to confer upon 
them any necessary powers.’* This appears to suggest a com- 
pulsory Cartel of amalgamated units, as in the case of the coal 
industry. It is of interest, in view of the findings of the Iron and 
Steel Delegation, that the Cotton Trade Committee concludes by 
suggesting that a mission should go abroad to study foreign 
conditions in the industry. The Association of Cotton Mill 
Directors and the Master Cotton Spinners’ Federation have 
adversely criticised the Cotton Report, the former on the ground 
that “none of the members of the enquiry Committee was in 
close contact with the trade, or had the necessary practical 
experience to deal with the technical questions raised ” ; but the 
Directors are reported as supporting the view that amalgamations 
in the Spinning section can be made a success, subject to pro- 
tection of vested interest in view of the position ahead, to a 
proper capitalisation of future Cartel advantage. One combine 
might then bo made of the lot (Times, Aug. 6th). 

These Reports should be read together, and touch on several 
points of the discussion reported in this issue of the Economic 
Journal. 

D, H. Macgregor 


OBITUARY 

ARTHUR TWINING HADLEY 

The announcement of the sudden death from pneumonia of 
Arthur Twining Hadley, President Emeritus of Yale University, 
on board the S.S. Empress of Australia in Kobe Harbour, Japan, on 
March 6, came as a great shock to his family and his many friends. 
He had left New Haven last December, apparently in excellent 
health, filled with lively anticipations of the pleasures of fulfilment 
of his lifelong desire to go round the world, to see the Great Wall 
of China and the Southern Cross. A slight cold contracted in 
Peking developed into pneumonia, and within two days he died. 

So ended the earthly life, but not the living influence, of this 
vividly alive man. He was one of the few who truly possess the 
merits expressed and implied in that hackneyed phrase an all- 
round man.” He was an eminent scholar, a man of practical 
affairs, an inspiring teacher, a brilliant conversationalist, an 



1930] 


OBITUARY : ARTHUR TWINING HADLEY 


527 


original thinker, a vigorous writer, a public-spirited citizen, a 
tactful administrator, a vivid public lecturer, a successful magazine 
editor, an honoured public official, a home-loving husband and 
father, and, withal, a beloved friend and kindly neighbour. He 
had a tolerance for antagonistic opinions and a magnanimity 
towards the intolerance and lack of magnanimity in others — a 
quality which is all too rare in men of genius. During our long 
and intimate friendship we generally agreed both on economic 
theory and on public policies, but we sometimes disagreed very 
emphatically ; yet the cordiality of our relations was never 
strained. He was free of malice or vindictiveness even towards 
opponents who were intolerant, and even malicious towards him 
in speech and conduct. He had that rare ability to be imperson- 
ally just to the personally unjust. 

His keen intellect exalted intelligence and was impatient of 
stupidity in others, but with all his intellectual accomplishments 
he was not the traditional hollow-chested, pale-checked, near- 
sighted scholastic weakling. On the contrary, he was a good 
sound athlete, with a healthy love of all sports, and possessed, 
in particular, of a worthy mastery of tennis. 

In the mythology of Yale, President Hadley’s memory is 
affectionately embalmed in innumerable whimsical legends 
which, by their very exaggeration, give a truer i>icturc of his 
unique personality and the prodigious breadth and versatility of 
his mind than could ever be portrayed in the most exact and 
voluminous biography. His extraordinary classical equipment 
is accounted for in this mythology by the legend that he was 
born speaking Greek. This infant prodigy, so the legend goes, 
wept reproacliful tears whenever his father, a renowned Greek 
pedagogue, made a slip in syntax. The fund of his knowledge 
was enormous, but its breadth and depth and length have been 
greatly enhanced by the beautifully improbable myths, created 
by the affection in which he was held by his students and 
associates. Weird, unbelievable tales of his deeds are solemnly 
recounted and earne.stly believed wdth a fervour w'hich is dan- 
gerous to any doubting Thomas not steeped in the true-blue Yale 
tradition. It is one of the accepted Yale beliefs which may not 
be questioned with impunity that President Hadley could hold 
his own on any specialty with any specialist, and often would 
confound the specialists by telling them something they did not 
know about their own subjects. Such delightful tales often 
cluster about unique and forceful personalities, and they are 
usually symbolical of truth. 

No. 169.— VOL. XL. 
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President Hadley was bom in New Haven, April 23, 1866. 
Both heredity and environment marked him for high achieve- 
ment. His father, James Hadley, a noted educator, was Professor 
of Greek in Yale from 1851 to 1872, and his mother, Anne Twining 
Hadley, a brilliant woman, won distinction in mathematics. The 
son was reared in the atmosphere of the traditional classicism 
which dominated education in New England before the advent 
of the twentieth century. He prepared for college in the Hopkins 
Grammar School, and entered Yale in 1872. Throughout his 
preparatory school and college years he was chiefly interested in 
the general cultural subjects and won many prizes in Greek and 
Latin poetry, English composition, mathematics, and astronomy. 
The exceptional quality of his mind is evidenced by the wide 
range of subjects in which he excelled up to his graduation at the 
head of his class in 1876. 

College men in America make much of that vague, indefinite 
thing called “ college spirit,” and to the young Hadley the “Yale 
spirit ” was a very real thing and became an integral part of his 
emotional being. He had a profound sense of the poetry and 
beauty embodied in the best Yale traditions and associations, 
and he was equipped both mentally and emotionally to express 
the “ Yale spirit ” to Yale men as few have been. His very 
idiosyncrasies, his peculiar and unforgettable gestures, the intona- 
tions of his voice came to be endeared to Yale men and have 
become a part of the traditions wliich symbolise the college 
to its alumni. 

He had manifested his versatility and the breadth of his out- 
look in college. After graduation he pushed his intellectual 
adventures into fresh and, to him, unfamiliar realms. He turned 
from the classical studies which had absorbed his energies as an 
undergraduate, and chose history and political science for his 
graduate work. He took up these subjects with enthusiasm at 
Yale in 1876-77, and continued the.se studies at the Univereity of 
Berlin during the following two year.s. There he studied under 
Professor Adolph Wagner, who stimulated but never dominated 
his economic thinking. His ability to receive stimulation and 
inspiration from the ideas of others while retaining his own views 
testifies to his hardy individualism and power of independent 
thought which were part of his stout New England heritage and 
rigorous training. 

The remarkable breadth of his knowledge is shown by the 
subjects he taught. From 1879 to 1883 he was tutor at Yale 
in successive years in Greek, Logic, German and Roman Law. 
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During these years he maintained his interest in political economy, 
and in 1883 he was appointed instructor in political science. 
From that time until he was drafted in 1899 by the Yale Corpora- 
tion to serve as President of Yale University, he narrowed the 
field of his activity to his chosen specialty, political economy, with 
the emphasis about equally divided between the political side on 
the one hand and the economy side on the other. 

While carrying on his teaching work he prepared and published 
his Railroad Transportation, which was the first general and 
comprehensive treatise on railroad history and theory published 
in America. This book shows a wide knowledge of the history of 
railroad development in Europe and the United States and a 
keen understanding of the problems and theories of railroad rate- 
making and control derived from the fervid experiences with this 
new and revolutionary method of locomotion in the United States 
and other countries. Although this book first appeared in 1885, 
it is still cited in every good bibliography on railroad economies. 
It had a powerful influence upon the thinking of students of 
railroad problems, not so much because Professor Hadley 
expressed new, original and revolutionary views, as because he 
expressed the views that had been evolved from the practical 
operation of the railroads more clearly and forcefully than they 
liad theretofore been given. 

In America, the land of specialisation, it is rare that a person 
roared in the atmosphere of cloistered classicism should deliber- 
ately invade the field of economics, and particularly the special 
subdivisions of railroad transportation and labour, where classic 
calm is conspicuous by its absence and clamorous controversy 
rules the day. In England, where the classics are still venerated 
as the foundation of education, it is, I understand, not so unusual 
to meet a Greek scholar in high public office, a mathematical direc- 
tor of a great business, a linguistic statistician, a logical editor of 
a magazine. Whatever advantages early specialisation may 
have. President Hadley seems to have suffered no handicap by 
ileferring his special training in economics to his graduate years, 
and he, the classical scholar, was not at all out of his element when 
he took up the duties of Labour Commissioner of the State of 
Connecticut, which position he filled from 1885 to 1887, while 
continuing to lecture on economics in Yale University. 

He no sooner laid down the burden of his official duties as head 
of the Connecticut Department of Labour than he took on the 
editing of the department of foreign railroads of the Railroad 

Gazette from 1887 to 1889 inclusive. His practical knowledge of 

mm2 
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railroad affairs and his capacity to reason through difficult prob- 
lems made him a much-sought consultant on questions of railroad 
policy, legislation and administration. While he was President 
of Yale University, President Taft appointed him chairman of 
the Railroad Securities Commission in 1911. The Report of this 
Commission, generally referred to as the “ Hadley Commission,” 
was written mostly by President Hadley. This Report was 
instrumental in bringing about the enactment of the Railroad 
Valuation Act of 1913, and in determining the provisions of that 
law. President Hadley’s influence is also manifest in the terms 
of the Transportation Act of 1920. Up to his death he was a 
director of the Atchison, Topeka and Sante F6 Railroad and the 
New York, New Haven, and Hartford Railroad. He w^as fre- 
quently called as an expert witness in railroad cases, where his 
broad knowledge of conditions and his mastery of the theories of 
railroad rate-making and administration enabled him to speak 
with the voice of authority. Less than four months before his 
death he appeared before the New York State Commission on the 
Revision of the Public Service Commission Law', and gave his 
views with characteristic vigour on the proper basis for valuation 
of public utilities for purposes of fixing rates. 

As raih’oad economics was his chosen specialty, it is in tliis 
field that he made his most outstanding contributions to economic 
literature and theory. Ho w^as one of the first economists to 
point out the fallacy in Ricardo’s formula, that, under. free com- 
petition, the value of different kinds of goods will tend to be 
proportional to their cost of production. He declared that this 
formula failed to conform to actuality, not because of “ economic 
friction,” as F. A. Walker, Adolph Wagner and other economists 
had pointed out, but because it was false in theory. “ It is not 
true,” he said, " that wLcn the price falls below cost of production 
people ahvays find it lor their interest to refuse to produce at a 
disadvantage. It very often involves worse loss to stop producing 
than to produce below cost.” ^ 

He stated more clearly than any of his predecessors that 
failure does not halt the losing battle, which is transformed from 
a battle for larger profits to one for smaller losses. Bankruptcy 
but makes more reckless the competition to secure more business 
at less than cost. Receivers, acting in the interests of the 
bond-holders, may supersede the directors who, by assumption, 
represent the shareholders; but production and selling at a 
loss will continue so long as anything over and above variable 
^ Railroad TransportaUon^ p. 70. 
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running expenses can be made so that the total loss may be 
reduced. 

So far as I can learn, Professor Hadley was the first to enun- 
ciate this principle, that it often pays to run at a loss — a principle 
which to-day is widely recognised as fundamental in economic 
theory. I recall distinctly how his vivid exposition of this prin- 
ciple brought understanding like a revelation to me and to other 
students in his class. Professor Hadley certainly deserves full 
credit for recognising clearly the true significance and far-reaching 
importance of this principle and for embodying it in the acceptecl 
doctrines of economics. While he first recognised this principle 
as applying to the railroads, he saw that it applied to all big 
enterprises. “ The railroad may serve as a type of modern 
business. Wherever there are large permanent investments of 
capital we see the same causes at work in the same way.” ^ 

His Economics, published in 1896, was his most ambitious 
writing in economics, and it was his last systematic work on a 
comprehensive scale in his chosen field. His independence and 
his caution are evident in this text-book, in which, as he expressed 
it, he departed from “ the time-honoured divisions of the science 
into the departments of production, distribution, exchange and 
consumption,” but at the same time he adhered to most of the 
general doctrines and principles which had been laid down by the 
classical economists. A biographer with a passion for classi- 
fication might, not unfairly, label President Hadley as a liberal- 
conservative or a conservative-liberal in his economic and political 
thinking and writing. His knowledge of men and of human 
institutions convinced him that permanent progress is best 
assured by the slow organic growth of institutions and not by 
sudden and violent changes in the existing order. His guiding 
precept for economic, political and social reform was : The more 
haste the less speed. 

His writings, while not voluminous in quantity, arc impressive 
in quality. Under quality I include quality of literary work- 
manship as well as quality of the ideas expressed. The power and 
influence of his utterances were largely due to his genius for 
dressing familiar truths in new and striking verbal garb. His 
annual baccalaureate addresses were widely quoted and had 
great influence in America at least. In them he handled with 
the deft and sure touch of genius questions of major national or 
international importance. 

Economists everywhere, and particularly in America, have 

> Railroad Transportation, xxx, p. 72. 
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always felt aggrieved that Professor Hadley, an economist, 
young and so full of promise, was seized upon by the Yale Cor- 
poration and transformed into an administrator. They have 
always felt that someone less well endowed to contribute to the 
form and substance of economic science might have been chosen 
to administer the properties and direct and expand the educa- 
tional policies of Yale University. After his diversion into 
administrative work, President Hadley, with all his energy, 
industry and knowledge, was unable to make any further major 
contributions to the literature of economics. When he laid down 
the presidential wand in 1921 at the age of sixty-five he had no 
intention to retire. He again took up active research and writing 
in economics, and contributed some noteworthy articles and 
addresses, but ho had given twenty-two of the best years of his 
creative intellectual life to the administration of the University. 
'I’o have produced a book of the first magnitude after those years 
of generous service, perhaps we should say of sacrifice, to his 
alma mater Avould have required something more than the 
legendary intellectual omniscience attributed to him in the Yale 
mythology. 

The honours conferred upon President Hadley indicate that 
his abilities and achievements w(Te appreciated and rewarded by 
his contemporaries. He was Roosevelt Professor of American 
History at the University of Berlin during 1907 -S, a l(‘cturer at 
Oxford University in 1914, and the first American .lecturer on 
the Watson Foundation (established by a gift of Sir \V. G. Watson 
to the Anglo-American Society) at London, Birmingham, Man- 
chester University, Cambridge and Oxford in 1922. Ho gave 
the Dodge lectures at V'alo in H»02-3, and had also delivered 
the Kennedy lectures before the New York School of Philanthropy, 
as well as lectures at Harvard, the Massachusetts Institute of 
Technology, the Carnegie Institute of Pittsburgh and Stanford 
University. In 1924 ho made an address before the World 
Power Conference in London. He had been a trustee of tlie 
Carnegie Foundation and of the Institute for Government Research 
and the Brookings Institution, and he had served as president of 
the American Economic Association, the American Academy of 
Arts and Letters, and the National Institute of Arts and Letters, 
as vice-president of the National Civil Service Reform League, 
and as honorary vice-president of the Royal Institute of Public 
Health. 

Arthur Twining Hadley will be remembered by all who came 
in contact with his exploring mind as an independent personality 
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of high idealism. The ideals of independence and liberalism in 
education, in thinking and in living for which he stood are made 
clearer and more attainable because of his life and labours. 

Irving Fisher 


Current Topics 

To the great regret of the Council, Professor Charles Gide, 
who has acted as Correspondent for Franco since the foundation 
of the Royal Economic Society, has expressed a wish to retire 
from this position on account of advancing years. Professor 
Charles Rist has been appointed in his place. 

The following have been admitted to membership of the 
Royal Economic Society : 


Archibald, G. 

Barrie, Sir Charles C., 
K.B.E., D.L. 
Biissett, R. 

Batra, B. 1). 

Baxter, C. F. 

Beale, J. M. 

Beasley, A. 


Bray, F. S. 
Briden, L. 
Brown, E. H. P. 
Brown, J. 

Brown, J. T. 
Brown, W. E. 
Budd, G. MacD. 
Budhdeo, V. 
Burnham, R. A. 
Bushell, C. W. 
Callison, I. P. 
Carnwath, A. H. 
Carroll, C, F, 


Carter, H. C. 
Cawthorne, T. A, 
Chisholm, C. 
Choon, T. K. 
(.'howla, M. L. 
Clark, J. B. 
Clifford, E. H. 


Cope, I. J. 
Corson, R. L. 
(^ostollo, E. B. 
Court, W. H. B. 
Craig, W. 

Crispin, G. H. 
Crook, R. T>. 
Cross, A. V. 
Currie, J. R. 
Dadd, J. 

Daniell, P. J. W. 
Davis, A. J. E. 
Dawar, L. R. 


Dogonfeld - Schon- 
berg. Prof. G. 
Denney, G. H. 
Drake, J. G. O. 
Dumphreys, A. S. L. 
Dunne, T. J. 

Eagle, E. C. 

Earle, C. P. 
Eastman, C. P. 
Easton, Miss J. B. L. 
Edwards, A. 
Empsall, E. L. 
Etchells, E. S. 
Evans, F. 

Evans, J. V. I. 
Ewing, J. 

Fielding, F. 

Firmin, P. J. 
Fitzsimmons, R. 
Flight, A. T. 

Flint, J. A. 

Foose, F. C., Jr. 
Fowlcs, E. H. 

Ghose, A. Lai 
Gibb, W. J. W. 
Gibson, J. 

Gilbert, W. J. 

Gill, L. J. 


Coates, F. G. 

Beck, J. W. Cocking, E. L. 

Beckett, The Hon. Cole, C. T. 

Rupert E. Cole, G. F. 

Bell, A. Codard, J. F. 

Blinkhorn, W. A. H. Collin, T. W. 
Blunt, A. V. Collinge, V. H. 

Boak, H. E. Cooling, C. 
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Gladden, E. N. 
Gopal, L. M. 

Green, E. T. 

Greene, Mrs. A. E. 
Gupta, S. K. 
Guthrie, Miss D. 
Haggis, H. A. 

Hall, E. L. 

Harding, C. M. 
Harris, J. A. 
Headland, L. T. P. 
Heilperin, M. A. 
Holmes, R. L. A. 
Hopkins, J. M. 
Hopkinson, J. M. 
Houston, H. 
Humphreys, J. F. 
Hunnisctt, A. J. 
Ingram, H. D. 
James, P. G. 

Janzen, C. C. 
Jefford, P. F. 
Joelson, M. 
Johnston, T., M.P. 
Johnstone, W. 

Jones, E. J. C. 
Jones, E. M. 

Jones, E. W. 

Jordan, W. E. 

Kar, S. K. 

Kayden, Prof. E. M. 
Keating, Capt. J. W. 
Kennedy, D., Jr. 
Khan, M. N. A. 
Kiang, S. S. 
King-Hall, Comman- 
der S., R.N. 
Kinsman, J. R. 
Kipps, J. 

Krishnamurti, Prof. 
C. A. 

Lacey, H. E. 

Lewis, C. 


Lidiard, G. B. 
Lilloy, H. W. 
Lister, A. C. 
Lokanathan, P. S. 
Loufte, H. 
Macaulay, J. H. 
MacCarthy, C. J. 
Machin, F. 
McHugh, J. 
Maddock, J. 

Malin, D. J. 

Marcs, R. H. 
Matheson, W. R. 
Mehta, S. B. 
Menon, M. R. 
IVIichael, II. L. V. 
Millikin, B. W. 
Mills, A. B. 

Modi, B. M. 
Mostafa, M. H. 
Munns, N. H. D. 
Murdeshwar, D. R. 
Norris, A. H. 

Odam, H. E. 
O’Donovan, J. 
Osborne, F. W. 
Owen, L. H. 

Peake, E. C, 
Pennett, A. W. 
Phillips, I. W. 
Pinhorn, Miss E. M. 
Plowden, E. N. 
Pollock, K. 
Porthouse, W., Jr. 
Pratt, H. W. 

Pratt, J. R. 

Prewett, F. 

Pringle, E. D. 
Quddus, K. A. 
Ramage, J. 

Rao, C. S. R. 

Rao, C. V. H. 
Reynolds, J. 


Richmond, H. G. 
Richter, Dr. B. 
Rigby, Rev. E. 
Roberts, Prof. C. 
Robertson, H. J. 
Robson, L. W. 
Robson, R. S. 
Rogorson, R., Jr. 
Ross, L. 

Rowley, Miss I. 
Roy, B. B. 
Rutherford, L. H. 
Rycroft, A. 

Saha, K. B. 
Sanders, R. Y. 
Satyanarayana, C. 
Satyanarayana, M. 
Saunders, C. T. 
Schierloh, P. E. E. 
Schneider, Dr. E. 
Shepherd, tT. 
Shepherd, W. H. 
Sills, W. W. 

Singh, T. M. 

Sive, D. W. 
Skinner, A. P. 
Small, J. McK. 
Smart, A. 

Smets, F. A. 

Smith, C. E. 

Smith, E. 

Smith, K. L. 

Smith, W. H. 
Solomon, S. E. 
Spriggs, G. W. 
Spry, H. E. 
Stephens, J. W. 
Stevenson, J. 
Stewart, J. C. 
Stewart, U. 
Sullivan, P. H. 
Sutherland, J. J. B. 
Swain, R. H. 
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Takagi, Prof. S. Veitch, Hon. W. A. Williams, R. 0. 

Tasker, S. A. Walker, J. R. Williamson, G. E. 

Thornton, C. Waller, R. L. Wilton, E. G. 

Todd, Prof. E. S. Warden, A. P. Windel, D. 

Tolies, N. A. Watkins, Prof. M. W. Winfield, F. 

Torres, Prof. Manuel Weston, T. G. Wood, A. 

de Whiting, W. F. Wood, J. 

Tricker, C. W. Whittam, F. Woodruff, P. G. H. 

Trott, C. E. Whittingham, S. Wright, H. L. 

Tsui, D. C. P. Wilcnkin, C. Wright, W. W. 

Updike, H. W. Wilkinson, R. Wyatt-Jones, R. A. 

Van Varenbergh, L. Williams, Evan Wyman, V. A. 

Varadarajam, M. Williams, J. E. Young, W. H. 

Veitch, H. C. Williams, N. H. Yule, T. J. 

The following have compounded for life membership of the 
Society : — 

Benham, F. C. C. Farnhill, J. A. Pennock, M. 

Bretherton, R. F. George, P. Sapra, Prof. B. G. 

Butler-Henderson, Grcenhalgh, R. W. Stevenson, Miss E.F. 

The Hon. E. B. Hall, Dr. J. K. Tobata, Prof. S. 

Chopra, S. R. Holstein, Major O. Wilks, N. A. 

Coranda, F. Lea, Tsing-Yao. Woodhouse, W. B. 

Darling, T. iMacColl, J. E. Wright, K. M. 

Drysdale, G. R. 

The following Libraries have been admitted to Library 
membership of the Society : — 

Bibliothek dcs Nationaldkonom, Seminars an des Handel- 
shochschiile, Warna. 

Boston University Library. 

Colman, J. & J., Ltd. 

Coramittco on Economic Research, Harvard University. 
Goucher College Library^ Baltimore. 

Linen Industry Research Association, Antrim. (Composition.) 
Natal Technical College, Durban. 

National Wu-Han University, China. (Composition.) 
Nicholson Library, Edinburgh University. 

Sowjot-Unions Bibliothek, Moscow. 

Stanford University, California. (Composition.) 

Rowntree & Co., Ltd. Technical Library, York. 

Ernesto Tornquist & Co., Ltd., Buenos Ayres. 
Universitats-u. Stadtbibliothek, Koln. 
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The following appointments have been made at the London 
School of Economics as from August 1930 : — ^Mr. A. Plant to he 
Sir Ernest Cassel Professor of Commerce ; Mr. T. H. Marshall to 
be Reader in Sociology; Mr. J. W. P. Rowe to be Reader in 
Economics with special reference to Industrial Organisation; 
Mr. P. B. Whale to be Reader in Economics with special reference 
to Banking and Currency; Mr. E. C. Benham to be Sir Ernest 
Cassel Lecturer in Commerce ; Mr. J. R. Hicks to be Lecturer in 
Economics ; Mr. 6. L. Schwartz to be Sir Ernest Cassel Lecturer 
in Commerce. 

The regular students at the London School in the year 1929-30 
numbered 1,116 as compared with 985 in the previous year; the 
inter-collegiate students 483 compared with 408; and the 
occasional students 1,323 compared with 1,415. Of the regular 
students 712 were working for first degrees of the University, 
185 for higher degrees, and 210 for diploma certificates, etc. The 
number is also made up of 807 men and 309 women ; of 660 day 
students and 456 evening students; of 874 students from the 
British Isles and 242 from overseas. 

A Department of Business Administration, Research and 
Training is being set up, a Committee representative of important 
business firms having collected guarantees amounting to nearly 
£5,000 a year for five years. The Department is to research into 
problems of business administration and to give specialised train- 
ing to a limited number of students sent by the firms concerned. 
Mr. Jules Mencken has been appointed to the staff of the Depart- 
ment. The Director of the School, in his Report, compares the 
new Department to the Harvard School of Business, which was 
started, however, with an endowment of $6,000,000. 


The subject for the Alvan T. Simonds Economic Contest for 
1930 is “ Government Interference with the Free Play of Economic 
Forces.” The competition is open to candidates from all 
quarters, for a first prize of 1,000 dollars and a second prize of 
500 dollars. Further particulars can be obtained from the 
Economic Contest Editor, Simonds Saw & Steel Compemy, 470 
Main Street, Fitchburg, Mass. Essays should reach him on or 
before December 31, 1930. 



KECENT PERIODICALS AND NEW BOOKS 

Journal of the. Royal Statistical Society. 

Part II. 1930. Japanese Com})etition in the Cotton Trade. B. and H. 
Ellinoeb. The Vaccination Problem. M. Gkeenwood. Whole- 
sale Prices of Commodities in 1929. 

Part III. 1930. The Iron and Steel Industry since the War. M. S. 
Birkett. International Comparisons of Real Wages. J. H. 
Richardson. 

Econmnica. 

June, 1930. Elasticity of Demand for Income in Terms of Work. L. 
Bobbins. The International Bank and the CreMion of Credit. 
P. B. Whale. Economic Welfare. F. C. Benham. 

The Sociological Journal. 

APRTTi, 1930. .1 X no Analysis of Unnnployme.nf. F. S. Gkikkith. 

The Economic Record. 

Mav, J930. Th( Boundaries of Arable Cultivation in Victoria. 8. 
WadhAxM. The Detrlojiment of Group Settlement in Western 
Australia. G. Taylor. Recent Developments in Australian 
Banking. D. B. Copland. The Building Industry in Victoria. 
W. I. Potter. Comparative Costs of Living. C. H. Wickens. 
Economic Cycles in Australia and New Zealand. R. Wilson. The 
Theory of international Trade. E. R. AV'alker. Reports of the 
Tariff Board. L. F. Giblin. 

Indian Journal of Economics. 

April, 1930. John Stuart Mill. J. Bonaf. Economic Relatums of 
Landlord and Tenant in the U.P. C. M. Das. Immediate Effects 
of the Permanent Settlement in Bengal. J. C. Ghosh. Organised 
Banking among the Masses. J. S. Ponniah. 

Internatioml Labour Review. 

May, 1930. Industrial Relations in the Ijondon Traffic Combine : II. 
G. A. Johnston and T. G. Spates. Performers' Rights with regard 
to Broadcasting and Mechanical Reproduction. A. Kohler. The 
Campaign against Unemployment in Italy. A. Oblath. 

June, 1930. Irld^istrialisation and the Countries of the Pacific. G. A. 
Johnston. Industrial Relations in the French State Mines of the 
Saar Basin. P. Waelbroeck. The National Organisation of 
Physical Training and its Scientific Results. R. Ledent. 

July, 1930. The Act on the National Council of Corporation^ in Italy. 
U. Alllaud. Industrial Relations in the Saar Basin, II. P. 
Waelbroeck. The Provision of Work for the Unemployed in the 
U.S.8.R. 
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Quarterly Journal of Economics, 

May, 1930. Equilibrium Economics and Business-cycle Theory, S. 
Kuznets. Joint Costs in the Chemical Industry, T. J. Kbefs. 
The Inter-State Commerce Commission and the Railroad Terminal 
Problem, M. L. Fair. The Split Inventory : a War Expedient ^ a 
Solution in Peace, E. M. Bernstein, the Franc in War and 
Reconstruction, H. E. Miller. 

The Journal of Political Economy, 

Ai’BTL, 1930. Monetary Business Cycle Theory in Germany, S. Kuz- 
nets. Money in Circulation in the Unit^ States. Y. S. Leong. 
Price Competition in the Printing Industry of Chicago, E. C. 
Brown. “ Recent Economic Changes in the United States,'* C. 0. 
Hardy. 

June, 1930. English Theories of Foreign Trade before Adam Smith. 
J. ViNER. French Syndicalism of the Present. M. li. Clark. 
3f core's “ Synthetic Economics." P. G. Wright. 

American Economic Review, 

June, 1930. Gold Inflation m U.S.y 1921-20. C. R. Noyes. Repara- 
tion Payments in Perspective. A. Comstock. Tariff and Organised 
Labour. L. W. Cooper. Public Expenditure in Tax Incidence 
Theory. M. 8. Kendrick. Value Changes. C. R. Whittlesey. 

Journal of Ecoyxom'tc and Business History (Harvard). 

May, 1030. Stages in Econcrmic History. N. S. B. Gras. The Early 
Days of the Smith Sea Company. E. Donnan. A Fourteenth- 
century Merchant of Italy. R. Brun. The English Framework- 
knitting Industry. E, G. Nelson. The Sandalwood Trade. K. W. 
Porter. Financial Problems of the Early Pittsburgh Iron 3fanu- 
facturers. L. C. Hunter. 

Review of Economic Statistics (Harvard). 

May, 1930. Income Forecasting by the Use of Statistics of Income Data 
(emit.). J. F. Ebehsole, S. 8. Burr, G. M. Peterson. Occupa- 
tional Changes in the U.S., J850-1920. A. S. Eckler. A 
Statistic^' Study of Rank Clearings, 1875-1914. E. Frickey. 

Annals of the American Academy of Political and Social Science. 

May, 1930. The Second Industrial Revolution and its Significance. 
Part I. The New Economic Order. Part IT. Recent Economic 
Changes and their Meaning. Part Ilf. The Changing International 
Economic Order. Part 1 V^ The Individual in the Second Industrial 
Revolution. Part V. 7* he Control of our Economic Development. 
Part VI. Guiding the Developments of the Future. The contributors 
arc representative of economic, technical, and industrial interests. 

Journal des Economistes. 

April, 1930. Le commerce extirieur des principaux pays en 1929. 
R. J. Pierre. Les chemins de fer britanniques et Vaviomobilisme. 
G. DE Nouvion. 

May, 1930. La FinUinde dconomique, M. Carson. La rationalisation 
des industries en Italie, 
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June, 1930. La stabilisation de la piastre indochinoise et la haisse du 
mdtal argent. E. Payen. UMvolution des sources des bendfices des 
banquea de 1925 d 1930. D. Cauboub. UAllemagne dconomique. 
R. J. Pierre. 

Revue d' Economic Politique. 

March-April, 1930. Uhistoire du change en France de 1915 d 1926 et 
la ihiorie psychologique du change. A. Aft align. Le probleme du 
charbon d Geneve. P. Parent. Les rapports de la banque et de 
rindustrie. L. Baudin. U oeuvre scientifique de J. M. Clark. E. 
Teilhac. Udvolution de la notion de defense des inltrHs professionels 
dans les syndicats agricoles. F. Pierroux. 

La Musie Social. 

May, 1930. La Crise de la natalitd en Allemagne. T. G. Blondel. 

Rdvue de VInstitut de Sociologie. 

January, 1930. La doctrine socialiste. E. Van derv blue. Com- 
merce et jjopulation. G. de Leener. 

Scientia. 

April, 1930. Problems of Population. J. A. Lindsay. 

May, 1930. Recent American Sociology. C. A. Ellwood. 

Zeitschrift fiir National okojiomie. 

April, 1930. Band 1, 5 Heft. Die synthetische okonomie von H. L. 
Moore. U. Ricci. With special reference to the treatment of 
stable and unstable cqu i librium . Determination et interprdtation des 
courbes d'offre. J. Tinbergen. Constniction of the supply curve 
is attempted on the basis of statistical research; in its inter- 
pretation it is argued that Cournot’s formula of limited competition 
provides the best explanation of the data. Tarif douanier ou 
monopole pour les cuUivateurs de grain tn Autriche. H. Gross. 
The relative effects of a tariff or a trading monopoly statistically 
determined. Tariff douanier ou monopok ? V. Fischmeister. 
A further discussion of the same problem. Sur la notion de 
capital. E. Fossati. 

Vierteljahrschrift fiir Sozial- and Wirtscdiaftsgeschichte. 

23 Band, 1 Heft. Private Financial Inslruments in Mediceval England. 
M. M. PoSTAN. 

Revista Nacional de EconomUi. 

May-June, 1930. Lcls accione^s de voto privikgiado. J. S. Omai:. 
Los mercados de valores en Espana. J. S. Y Zabalza . La poblacion 
en Espana. J. R. Almansa. 

Schmollcrs Jahrbuch. 

February, 1930. Wirtschaftstheorie und Finanzrecht. Wirtschaftler 
Oder Jurists F. Helpenstein. Ein System der Soziologie als 
Universalitdt der Sozialwissenschaften. Zu Franz Oppenh^imers 
Verauch. W. Bletqels. Zum Zusammenhang von Arbeitsweife 
und Ermiidung. W. Zimmerman. This article is devoted to a 
oonsideration of “ Korper und Arbeit (Atzler), which the writer 
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considers to be an important work. Atzler has divided the 
whole vocabulary of processes of working into the thirty or forty 
letters of a work alphabet. This enables accurate measurement 
of work done and energy required for it. From this we can 
deduce a system of rules for physiological rationalisation of work. 
Zirninorman criticises certain parts of tlieoietical assumptions. 
I r irischaftlichcr Na t ionalismus u nd Internation alismvs . S . Varga . 
The writer reproaches economics with not hav l:ig found a solution 
of the fre(i trade and protection problem. He argues that so 
long as the thesis that human economy is the special domain 
of human sellishucss prevails — and it is ])iedominant to-day~* 
protection must be the accepted policy. Dcr Drr.ibund (ds Same zu 
eincr neuen Staatcnbildiiny. H. Cranfklt. 

Jahrbiicherfur NafionaloJconoynie und Siatistik. 

April, 1930. Oekonomische Produklivitdt. P. Eppstein. After 
examining various conceptions of Productivity entertained by 
economic writers since the Mercantilists, Eppstcin describes it as 
a rational utilisation of tiic resources in men and goods of a 
community, proper provision being made for the continuity of 
the process. Is there any test for Productivity which relates 
it to other known economic measures ? Ifc puts forward as 
test, “ an aggregate of individual rentabilities,” and ” communal 
welfare.” 'I'he first is rejected because tlie mistakes of individual 
entrepreneurs cause Rentability to diverge sharply from Pro- 
ductivity, and the second because communal welfare, if reckoned 
in terms of the marginal consumer, w’ould, in these times of great 
unemployment, increase with every increase' in \inemployment 
benefit ; and this is surely not an increase in IVoductivity. Real 
Productivity emerges as “ conjiinctural y)n)speriiy,” that is, all 
the economic characteristics of a rising conjuncture. Or, it may 
be recogni.scd as an optimum arraiigcmcnt of its clcnu-nts, i.e. 
capacity to produce, intensity of work, and sufhcicncy of saving. 
Ill neither case can Productivity ))c [)ermaiiently guaranteed 
without some outside control, to jiuikc the rising conjuncture, or 
the optimum organisation respeclivcly, permanent. Volksirirt- 
fichuftlirhe GedankenstrCmnnge n iw Pazifik. T. Stkanyi-Unger. 
Der Einjluss von Preiabeweg ungen auf den Arbeitsmarkt. H. 
Fehlinger. Die Arheitsmarktge stall iing vntcr dem Einjluss der 
wirtschaftsraiimlichen Dezentralisalion. E. Wiij.eke. Die 
Unehelichcn in Otslerreich. W. Hecke. Statist irche Uebersichten 
iiber die Wirtschaftslage einzehier Ijuider. 

.May, 1930. Erkenntnistheorie und Wirlsehajlf^theorie. K. Enolis. 
Teleologie und Kausalitdt in der W htselmflslheorie. W. Weddi- 
GEN. Kredit und Krediiorganisation. ii. Stiuick. 

.jUNE, 1930. Die Eedenlung der Slrukhirwandlungen fur die Melhode 
der Konjunkturforschung. A. Sommer. Der BegrifJ der Mathe- 
mati&chen Erwartung in Statistik und Konjunkturforschung, P. 
Lorenz. 


Archivfur Sozialwissenscliaft und Sozialpolitik, 

October, 1929. Unverdffentliche Vorirdge von J, S. Mill (by courtesy 
of Prof. H. J. Laski, London). Die Kredittheorie. dcr Cambridger 
Schule, G. Haberler. A long review of Mr. Robertson’s 
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Banking Policy and the Price Level. Signiiicant criticisms are 
its overstrain of the “ static equilibrium method/' which is applied 
unsuitably to problems of a dynamic nature, and its neglect of 
the influence of inflation on interest rates. The latter problem 
has been investigated by many German writers, but Robertson 
has taken quite inadequate account of their work. Undeier- 
minierie Lohnprohleme. F. Zeuthen. In conditions of duopoly, 
price is usually considered indeterminable between an upper and 
lower limit. Zeuthen sets out to show that in the struggle 
between workers and employers, the actual price of labour is 
really decided by calculable economic factors, in addition to non- 
calculable bargaining skill, bluff, etc., and depends on the cost 
of a possible strike or lock-out, and the degree of preparedness 
of the parties. These factors could be objectively estimated, 
and the possibility of ill-considered struggles at least w^ould be 
largely eliminated. Calls for fuller information to be given, and 
received, by intending parties to a conflict. Der GruiidscUz des 
angemessenen Ertragesin derstaatlichen Regelungderamerikanischen 
Eisenhdhnen. C. J. Friedrich. Das Vordringen der Agrardemo- 
kratie in Europa. A. Daniel. 

February, 1930. Kurzfristige Auslandverschuldung — ein Problem 
der inneren KapitaUpolitik 'I Prof. J. Landman n discusses the 
problem arising from the dependence of the German money 
market on short-term foreign supplies originating as a result 
of the deliberations of the Committee of Experts sitting in October 
1929. He bases his data on the events of 191 1 and 1929. Present 
position is that foreign short-term deposits amount to between 
40-50 per cent, of total deposits at chief banks. Together with 
the fact that since 1924 less than one- third of possible domestic 
resources have gone to provide short-term credits, this suggests 
need for careful scrutiny and possibly legal pressure if future 
dependence on foreign sources is to be averted. An issue of 
bank debentures is needed. Die Anstosswirkiing der Giitervenne- 
hrung auf die Konjunktur. A. Schwoner. tStudentenbewegung 
in Japan. H. Ueberschaar. Der Begriff des kapitalisHschen 
Geisies und das Schelerscke Geseiz vom Zusammenhang der historis- 
chen Wirkfaktoren. E. Feciiner. This article makes a com- 
parison between Sombart and Weber. Statisiische Studien zur 
wirtschaftlichen und gcsellschaftlichen Struktur des zollvereinten 
Deutschlands. G. Hermes. This is mainly based on the 
foreign trade flgures for 1836- 64. Two periods are distinguished 
— the slow rise, lasting until the ’forties, following the recovery 
after the Napoleonic wars. This ended in depression, which 
was succeeded by the second period of bounding prosperity. A 
closely-knit study of causes and effects. Fragen des Pazifik. 
J. B. CoNDLiFFE. Wirtschaftslage und Uberseeauswanderung. 
H. FUrth. This deals carefully with German migration before 
and after the war, and relates it to increasing Europeandependence 
on American food-stuff’s. 

April, 1930. Die Maschine in der Ka pitalistischen W irtschaftsordnung. 
G. VON Schulze-GAvernitz, Die ** Klasse ” und der Klassen- 
kampf. W. SuLZBACH. Die soziaUokononiischen Strukturwand- 
lungen in Paldstina. A. Bunne. Das nene englishe Armen- 
gesetz. F. Heyer. Die Streikbewegung in der Tschechoslowakei. 
A. Oberschall. 
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June, 1930. tJher dm Weaen und die Bedeutung dea mrtahaftlichen 
Erfolgaatrebena, K. Mannheim. Ort und Qrenze dea zuaatzlichen 
Kredita. E. Ledeber. Die Mathematik in der wirtachafta- 
dynamik, E. Altsghul. Zur Theorie dea mehrfachen Monopola, 
inabeaondere der dea Duopola, E. Schneider. Vber dem 
“ Sinn ” dea Zollachutzea, W. Fellner. Vber den Zuaammen- 
hang der Bev6lkerungsmehrung und der I ntenaitdt der Landwirtachaft 
in Bulgarieu . N. W. Dolinski. 

W eltwirtachaftliches Archiv. 

July, 1930. Die luarktwirtachaftliche Bedeutung der Kapitalanlage 
in Aualande. H. Bente. Der wirtschaftliche Begriff dea 
“ Aualand” W. Sulzbach. Weltwirtachaftliche Auawirkungen 
einer abnehmenden Volkazahl. P. Mombert. Daa theoretiache 
Schema der gleichmdsaig fortachreitenden Wirtachaft ala Orundlage 
einer Analyse Okonomiacher Entwicklungsprozesae, H. Stabhle. 
Der internationale Qoldmarkt vor und nach dem Kriege. H, 
Neisser. Internationale Steuerverteilung und Steuerklasaification, 
B. Griziotti. Entwicklungalinien der landwirtachaftlichen 
Weltproduktion, M. Sering. Neue Wege der italianischen 
Bevolkerungspolitik. R. Michels. The Marketing of Grain 
by Farmer-owned AssocicUiona in the U.S. J. P. Booth. Die 
Prdgnanz der Elastizitdta-Koeffizienten, R. Schmidt. 

Zeitachrift fur die geaamte Staatswiaaenachaft, 

May, 1930. Havdwerky Handworker, und Kleinunternehmer in der 
kapilalistischen Wirtschaft. T. Bbauer. lieicha-, Stoats-, und 
Qtmeindefinanzen. T. voN Pistorius. 

July, 1930. Die Casselache Preiatheorie. J. Neubaueji. Gassers 
equations of price are further developed, in onier to overcome 
the defect which is based on their alleged neglect of the subjective 
basis of the economic conditions. Das lielailvitdtsprinzip in der 
Volkswirtschaftslehre, J. S. Lewinski. The functional principle 
of Thiinen is extended from land economy to industry, com- 
merce and monetary theory. Daa Reparationaproblem. A. von 
Muiilenfels. 

V ierteljahrshefte zur Konjunkturforachung, 

SoNDBRiiEKT 19. Die Energiewirtachaft der Welt in Zahlen, W, 
Leisse. 

De Economist (Haarlem). 

April, 1930. Een toepassing van den goudwisselstandaard in Neder- 
landach West-Indie in 1829. I. Bos. A study in the early 
monetary history of Surinam (Dutch Guiana). The writer refers 
to two early attempts, in 1691 and 1761, to link the local currency 
to the currency of the mother country. The main part of the 
article is devoted to an account of the work of van den Bosch, 
to whom was due, in 1829, the foundation of the West Indian 
Bank. The Bank was established with a capital of three million 
gulden, which was to be retained in Holland, and against which 
a like sum of bank-notes was to be issued in the colony. Pro- 
vision for convertibility was made whereby the Bank was under 
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obligation to exchange currency for drafts on Holland, the value 
of the drafts to be equivalent to the nominal value of the bank- 
notes surrendered in exchange. The colonial paper currency 
was thus exchangeable into a currency circulating outside the 
area, at a prescribed rate. It was thus a pegged currency. 
Een paar losse opmerkingen over den tuinbouw in Nederland, II. 
J. J. VAN Riemsdijk. a continuation of the observations on 
the position of horticulture in Holland. 

May, 1930. De techniek van het vijfjaarache plan der U.S.S.E. J. J. 
Boasson. The idea of a plan is merely the logical consequence 
of socialism, since socialism without a plan is merely a chaos. 
The object of the plan is to overtake and surpass the leading 
capitalist countries in technical-economic respect ” within the 
five years specified. The article is largely a summary of the five 
volumes in which the plan is officially expounded, and in particular, 
and in greater detail, of the two volumes of the second part which 
contain the views of the authors of the report on such questions 
as wages, employment, the financing of the scheme, etc. Fcr- 
gelijkbaarheid van handelsstatistieken. M. Rinkes. With 
reference to the treaty of 14th December, 1928, a discussion of 
certain aspects of the difficulties in the way of a comparison of 
trade statistics. The article relates primarily to the different 
methods (as between Anglo-Saxon and continental countries) 
in the matter of grouping exports and imports, and contains an 
elaborate analysis of the different types of export and import, 
from the point of classification. Kantteekeningen bij den strijd 
over de prijsstabilisatie I. G. M. Verrijn Stuart. A summary 
of, and a comment on, the recent articles in the Monthly Review 
of Lloyd’s Bank on price stabilisation, contributed by Professor 
Cassel, Professor Gregory and Dr. B. M. Anderson. The present 
article is confined to the views of Cassel and Gregory. 

June, 1930. Van “ tropiach-koloniale ” naar “ dualistische ” ata>at- 
huiahoudkunde, J. C, Kielstra. A discussion of the character- 
istic features of colonial economy in the form of a criticism of 
the inaugural address delivered by Professor Boeke at the 
University of Leyden, Boeke’s view is that the fundamental 
difference between East and West is to be found in the unity 
which characterises society in the West, as contrasted with the 
wide gulf found in the East. Eastern society is “ dualistic.** 
This distinction is attributed to the force of Capitalism, which 
in Europe has acted as a unifying influence. On the contrary, 
in the East Capitalism has exercised a destructive influence, 
sweeping away local industry and trade, offering certain new 
products but no employment. This view is criticised by the 
author of this article. The formation of capital, he contends, 
rests on abstention from immediate enjoyment, and this betokens 
a desire of higher enjoyment in the future, or a fear that present 
enjoyment may in future be curtailed. The East has been 
characterised by greater contentment with existing comforts. 
A further point discussed with reference to the distinction 
between East and West is the impossibility of assigning universal 
validity to any pure economic theory. The economic theory 
with which we are familiar is derived from Western civilisation. 
Is it applicable to the “ dualistic ” East ? A number of points 
of distinction between Western and Eastern (dualistic) economy 
No. 169.—VOL. XL. N N 
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are cited and considered. Parijs als acceptcentrum. H. J. G. 
Maas Geestebanus. On the growth of acceptance business in 
Paris. Kan groenten en fruitvemietiging productief zijnl G. 
Brouwers. Fruit-growers may be ruined by an unduly favour* 
able crop, resulting in failure of prices. The article discusses, 
with diagrams, the conditions under which destruction of excessive 
s\ipplies of vegetables and fruit may be advantageous. Product- 
iccijfers van eenige bedrijven, P. Koeduk. A comparison of 
the state of a number of industries in 1923 (or 1921) and 1928, 
showing the amount produced, the total of workers employed, 
the power of machinery, the number of undertakings, value of 
produce per undertaking and per worker, etc. 

Oiornale degli Eoonomisii, 

February, 1930. II controllo delle banche di depoaiii. N. Garbone. 
Deposit banks in Italy have since 1926 been subjected to special 
restrictive legislation, the main provisions of which are : (1) the 
opening of new banks or new branches at home or abroad is subject 
to the sanction of the Ministry of Finance ; (2) new banks must 
have a minimum capital, ranging according to circumstances from 
5 to 50 million lire ; (3) the deposits of any bank must not exceed 
twenty times its capital and reserve ; (4) no bank may lend more 
than a quarter of its capital and reserve to an individual borrower ; 
(5) 10 per cent, of the profits must be set aside annually until the 
reserve is two-fifths of the capital ; (6) certain supervisory functions 
are given to the central bank. The writer, though critical of the 
practical efficacy of some of these provisions, is strongly in favour 
of State control of deposit banking in Italy. Le. odieme tendenze 
delV economia poUtica, Professor G. del Vecchio uses certain 
recent works by Schumpeter, J. M. Clark and Pigou as illus- 
trations of the current trend of economic thought. Le kggi 
economiche, G. H. Bousquet. In the light of the developments 
of modern science it is clear that economic laws have as much 
claim to be regarded as scientific or “ natural ** as have the laws of 
any other branch of human knowledge. Nuove note sulla teoria 
deir interesse. Dr. K. Fubini returns to the much-discussed 
question of the effects of a general income tax on all income, 
including income derived from saving. While agreeing with the 
main conclusions arrived at by Professor Einaudi in his recent 
work, Contributo alia ricerca delV “ ottima imposta (in particular, 
that not to exempt income from saving involves double taxation), 
he takes up and develops certain points in respect of which he is 
in disagreement with the latter, and brings them into relation with 
his own view of the general theory of interest. Navi vdoci e 
traffico transoceanico. E. Corbino. The present international 
competition in the construction of large transoceanic liners, 
designed to travel at exceptionally high speeds, is likely far to 
outrun any possible economic demand for their services and to 
result in a serious waste of capital and loss to shipping companies, 
or, more probably, to the finances of the Governments subsidising 
them. 11 problema fitandiero nella economia eerica italiana. L. 
Ussi. 

March, 1930. Shidi sulla teoria monetaria dei cidi indudriali, 
Rapporti fra interesse e sconto, G. U. Papi. A summary of 
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theories of interest with special reference to Fisher, and a discussion 
of the relation between interest and discount rates, as a prelude to 
a study of the monetary causes of the trade cycle. Sopra alcuni 
problemi di dinamica economica. Dr. H. Staehle disputes the 
criticisms urged by Professor Moretti in the Giornale for July 1929, 
gainst the usefulness of statistical curves of supply and demand. 
He suggests the following equation of demand as an initial formula, 
which he proceeds to develop, using the method of least squares : 
X = F(y,P,I,R,o, 2 ,i;,t^, . . . .t) where x is the quantity consumed 
per unit of time (a year), y the price of the commodity in question, 
P the population, I a general index-number of prices, R an index- 
number of the sum-total of incomes, a Pareto’s index of the dis- 
tribution of incomes, while z, v, u; . . . . represent the prices of 
competing commodities (substitutes), and Hs a simple function of 
time used to represent the gradual change of tastes. I depoaiti 
preaso h caaae di riaparmio ordinarie, attraverso le vicende della lira. 
L. Passordi. 

La Riforma Sociale. 

March- April, 1938. La geatione della Teaoreria dello Stato dal 1922- 
1923 al 1927—1920. E. Rossi. Quale deve esaere il compito dell* 
a^ricoltorCf dell* induatriale^ del commerciante. J. Aguet. A plea 
by a member of the Fascist Institute Nazionale Esportazione for 
a ^eater participation of the producers, both in industry and 
agriculture, in the merchanting of their products, coupled with 
some suggestions for a more stringent control over those en- 
gaged in commerce. ‘‘ In Italy one most flourishing industry is 
practised — that of bankruptcy.” There should be a register of all 
dealers, and after a second bankruptcy or accommodation with 
creditors, the name of the person in question should be struck off 
the register and he should be prohibited from undertaking any 
commercial operation in future. La funzione del terreno nella 
produzione c^raria. P. Bandi. 

May-June, 1930. Luci ed ombre dell* induairialismo moderno. E. 
Girbtti. Dei metodi per arrivare alia stabilitd monetaria e ae ai 
poaaa ancora parlare di criai di-atabilizzazione della lira. Professor 
L. Einaudi develops the argument that the present economic 
difficulties of Italy are no longer part ol the consequences of the 
stabilisation of the lira. Uimpoata di ricchezza mobile aui aalari 
degli operai. S. Scoca. 
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RATIONALISATION AND TECHNOLOGICAL 
UNEMPLOYMENT! 

S. 1. In recent years British economic science has been 
(iiirichcd by the incorporation into its phraseology of two new 
terms of art : an incorporation which is significant on more than 
one ground. One German, the other American in origin, their 
adoption points to the international character of the social and 
economic problems of the age and to the directions whence we 
are accustoming ourselves to find inspiration ; vague and uncer- 
tain as their content is, their use indicates a shift in the centre of 
gravity of economic discussion, for they relate to problems of 
production, and their use is thus a sign that that preoccupation 
with distributional problems, beginning with Ricardo, but 
especially characteristic of the last quarter century of British 
economic thought, has taken a new turn. Lastly, the circum- 
stance that widespread currency has been given to those new and 
alien terms in connection with the public discussion of the ques- 
tions to which they relate has created an unfortunate impression 
that the economic life of the world is being confronted by novel, 
vast and mysterious ]>roblems, of a kind hitherto unknown. 
The problems involved arc indeed of the utmost importance, but 
when their character is analysed, it will be found that they derive 
their importance more from a change of scale than from the 
novelty of their nature, 

S. 2. The phenomena to be discussed arc capable, if not of 
exact, at least of fairly definite statement. Throughout the 
world a conscious process of reorganisation is taking place, 
involving both the structure of industry and the methods of 
production. To this process the name of rationalisation has been 
given. It is many-sided, but among the characteristic results of 
the rationalisation process are : a growing control over the 
market, a growing standardisation of process and output, and an 

^ Presidential Address before Section F of the British Association, 1030. 

No. 160. — ^VOL. XL. 0 0 
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increasing — ^in some cases, a very largely increasing — output per 
worker. These associated organisational and mechanical changes 
have, therefore, the result of economising the amount of labour 
directly required per unit of output, and — ^in so far as the distri- 
bution of goods over space and time is itself rationalised — of 
involving also a net reduction in the amount of labour required 
to place a unit of output in the hands of the final consumer. Given 
this trend the question arises: Will not the opportunity for 
finding employment in industries subject to these processes of 
change also undergo a change ? In other words, does rationalisa- 
tion inevitably bring with it unemployment due to the techno- 
logical alterations involved ? If an affirmative answer is given, 
then part of the existing volume of unemployment in Germany, 
the United States and Great Britain is not due to causes local to 
the area concerned, such as the popular explanations that unem- 
ployment is due respectively to the Gold Standard or the pressure 
of Reparations or the Wall Street slump, nor even to such general 
factors as the present fall in world prices, but must be directly 
ascribed to the technological or structural alterations which are 
taking place. Undoubtedly, if unemployment is resulting from 
technological changes, the social problem of dealing with it is 
greatly aggravated by the existence of other local and general 
causes of unemployment. But we are not entitled to assume that 
when the local causes making for unemployment have disappeared 
we shall then find ourselves with unemployment reduce^ to some 
pre-war normal,” for there is no reason to suppose that in the 
immediate future the rationalisation process will come to an end. 
If rationalisation does cause unemployment, the post-war 
“ normal ” may be higher, perhaps considerably higher, than the 
pre-war one. Thus, in the final analysis, we are face to face with 
the curious result that one of the most popular of all remedies 
for unemployment may in itself be one of the causes producing 
the evil for which a remedy is to be found. 

S. 3. The first requisite in attempting to analyse the relation- 
ships between technical improvements and the volume of unem- 
ployment is an historical standpoint. The resistance to change 
is a permanent element in human society : no alteration in the 
structure of society or in its detailed economic arrangements can 
be made without some interference with vested interests. All 
abstract reason may teach that without mechanical invention and 
discovery, and without improved organisation, the greater part of 
the world’s present population would never have been bom : all 
experience may prove that without economy of effort no increase 
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in the standard of life is possible — ^nevertheless change and 
improvement may be resisted, and upon grounds which deserve 
serious consideration. The problem, from this point of view, is 
one of the distribution of the gains and the sacrifices. No one 
will expect the farmer to rejoice at so bountiful a crop that it does 
not pay to cart it to market : to appreciate the significance of the 
law of diminishing returns is as important as to understand that 
the practice all round of the principle of restriction of output 
means lessened material welfare. Neither Robinson Crusoe nor 
a purely Communistic State would bo distressed by the problem 
which we have to discuss here. Under Crusoe economics, 
mechanical invention and improved organisation would allow of 
increased consumption or increased leisure, or both, to the sole 
person interested ; under a purely communistic regime improved 
organisation and technical progress (assuming them to be possible) 
would increase the national dividend or diminish the national 
expenditure of energy, or both, without necessarily making things 
worse for anyone concerned, for, ex hypothesis goods would be still 
shared in common. In the Communistic State rationalisation 
might result in unemployment, but it would not mean, what it 
may mean under a regime of private property, a very unequal 
distribution of the gains and losses from the changes taking place 
—though even in a Communistic State some difference would in 
practice have to be made between the employed and the unem- 
ployed in order to diminish the attractiveness of leisure to the 
unemployed, 

S. 4. The progress of technique has been the characteristic 
feature of the Western World since the eighteenth century, but it 
was in the early years of the Machine Age that the problems 
arising out of the contemporary developments were most fully 
discussed by economists. For this reason the discussion of the 
problem of Rationalisation by the Classical Economists has a 
direct significance for the present age : the problem of the 
“ Influence of Machinery upon the Condition of the Labouring 
Classes ” which was debated by Ricardo and McCulloch, Chalmers 
and Babbage and Senior is in all essential respects the problem 
which vexes us to-day. Whatever may have been the attitude 
of the populariscrs of economic thought, the original thinkers of 
the time were by no means so intoxicated with the progress of 
technique that they failed to see that it had its drawbacks. 
Ricardo, in his celebrated recantation in the chapter on Machinery 
in the third edition of the Principles ^ finally arrived at the con- 
clusion that the “ substitution of machinery for human labour 
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is often very injurious to the interests of the class of labourers . . . 
the same cause which may increase the net revenue of the country 
may at the same time render the population redundant, and 
deteriorate the condition of the labourer,”^ and, in summing up 
his thought, argued roundly that “ the opinion entertained by the 
labouring class, that the employment of machinery is frequently 
detrimental to their interests, is not founded on prejudice and 
error, but is conformable to the correct principles of political 
economy.” ^ But this view, though it can be defended on ade- 
quate grounds, was based by Ricardo on reasoning which must 
be regarded as untenable. Charles Babbage, the most fervent 
contemporary apostle of the application of scientific method to 
economic life, discusses the whole issue very admirably in his work 
On the Economy of Manufaclures. Whilst reduced prices, con- 
sequential upon the use of machinery, have a tendency to reabsorb 
the labour inevitably (iisplaced, yet in order to prove “ that the 
total quantity of labour is not diminished by the introduction of 
machines, we must have recourse to some other principle of our 
nature.” ^ This principle turns out to bo the influence of the 
increased j)ower to enjoy upon the desire to enjoy : ‘‘ He who has 
habitually w’orked ten hours a day will employ the half-hour saved 
by the new machine in gratifying some other want ; and as each 
new machine adds to these gratifications, new luxuries will open 
to his view, which continued enjoyment will as surely render 
necessary to his happiness.” But this optimistic psychology of 
wants docs not prevent Babbage from stressing, (a) the effects of 
new machinery in redistributing the demand for labour, so that 
“ considerable suffering among the working classes ” results, 
(b) the increased competition which rationalisation sometimes 
induces among the workers, for “ even though the increased 
demand for the article, produced by its diminished price, should 
speedily give occupation to all who were before employed, yet the 
very diminution of the skill required would open a wider field of 
competition amongst the working classes themselves,” (c) the 

^ Principles. McCulloch’s odn., p. 236. 

* Op. cit., p. 2.30, cf. this with tho uttorancos of a raoie modern pessimist ; 
Capitalistic rationalisation, in tho absence of constantly expanding foreign 
markets is driven ba(;k upon tho homo market : and there it defeats itself and 
creates around it a desolation of unemployment and human decay.” Labour 
“deprived of its independent source of income (cf. Kieurdo’s * Gross Revenue *) 
ceases to be effective in the market as a buyer, and thus defeats the aim of tho 
reduction in costs which has been achieved.” G. D. H. Cole. The Next Ten 
Years, p. 109. 

* This and tho following citations, are taken from tho fourth edition of tho 
Economy of Manufactures, 1835, paras. 404-407. 
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difficulty in deciding whether, when improvements were made, 
the process of displacement should be gradual or immediate : 
“ the suffering which arises from a quick transition is undoubtedly 
more intense ; but it is also much less permanent than that which 
results from the slower process ; and if the competition is per- 
ceived to be perfectly hopeless, the workman will at once set 
himself to learn a new department of his art.” In the end 
Babbage was driven to adopt a very doubting tone : “ That 
machines do not, even at their first introduction, invariably throw 
human labour out of employment, must be admitted ; and it has 
been maintained, by persons very competent to form an opinion 
on the subject, that they never produce that effect. The solution 
of this question depends on facts, which unfortunately have not 
yet been collected,” and he makes a powerful pica for further 
statistical information, which after the lapse of a century one is 
still forced to echo. 

Neither Chalmers, who believed in the doctrine of the Wage 
Fund, nor Senior, who did not, denied that the effect of machinery 
might be to increase unemployment. “ It is not the true vindica- 
tion,” argues the former, “ that the making of the machines 
opens so great a source of employment, that the making and 
working of them together take up as many hands as did the making 
of the commodities without the machines ; for, in this case, there 
would be no abridgment of labour, and no advantage to master- 
manufacturers in setting up the machinery. And it is not a 
sufficient vindication, that, when an article is cheapened by 
machinery, the demand for it is so much enlarged, as still, in spite 
of the abridgment in labour, to require as many, if not more, 
labourers for its preparation as before : for this, though true of 
many, perhaps most trades, is not true of all.” ^ The true 
defence is that ” the fund, out of which wages come, is left unim- 
paired.” Senior’s general position cannot be shortly described, 
but he does at least admit that when the demand is inelastic, 
employment declines, though this is to him the exception. Citing 
the case of a screw which “ in the manufacture of corkscrews, 
performed the work of fifty-nine men,” he argued that this 
example “ is as unfavourable to the effects of machinery as can 
be proposed ; for the use of the commodity is supposed to be unable 
to keep up with the increased price of production, and the whole 
number of labourers employed on it is, consequently, diminished. 
This, however, is a very rare occurrence. The usual effect of an 
increase in the facility of providing a commodity is so to increase 
^ Pol, Economy^ Appendix Note B on Machinery, p. C6. 
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its consumption as to occasion the employment of more, not less, 
labour than before.” ^ 

The classical scliool had thus, by the middle of the last century, 
resolved the problem into its constituent parts. Under what 
conditions will rationalisation involve unemployment in (a) a 
single industry (b) in all industries taken together ? Or, is there 
some inherent “ principle of human nature ” upon which reliance 
can be placed to solve the problem, after transitional effects have 
been overcome ? Those were, and remain, the fundamental issues 
which have to be faced. 

S. 5. Available figures do reveal impressive improvements in 
production in recent years, and gain added significance w^hen 
placed in juxtaposition with figures relating to employment. 
An increase in 'per capita and aggregate output in a single industry 
accompanied by a decline in the number of workers engaged does 
jiot, of course, necessarily imply the existence of any unemploy- 
ment at all, since an industry normally loses a certain percentage 
of its workers c\Try year, and if the rate at which new entries take 
place is adjusted to the new technical conditions, the consequences 
of technical imxirovemcnts can only be judged of indirectly. An 
increase of aggregate and per capita production over industry 
generally accompanied by growing or stable unemi)loyrnent does, 
however, suggest that the rate of imiwovcment is for the time being 
so great that over the range of industry covered the chances of 
employment are diminishing; though unless the unemployment 
returns cover the whole, or a v^ery significant x)art of the employ- 
able poi)uIation, it may still be the case that, imlircctly, the effects 
of rationalisation arc being offset, in whole or in part, by an 
increase in the volume of employment in the occui>ations not 
recorded in the returns. x\nd since production figures arc biased 
by the choice of base years, the incidence of the trade cyck', 
changes in the demand for particular commodities and the like 
factors, even the co-existence of increasing aggregate and per 
capita output with increasing or stable unemployment, is not by 
any means a comxdctcly valid test of the relationship between the 
elements in the problem. 

"The best-advertised figures arc undoubtedly those relating to 
the United States.^ Put into their simplest form, the Census of 
Production figures show that between 1919 and 1927 (the last a 
year of comparative depression of trade), the number of workers 

^ Pol. Economy in Envy. Metropolitamiy 1850, p. 100. 

* Some of the material cited bolow has already boon mado nso of by me in an 
article ; “ Is America Prosperous ? ** Economicat No. 28, pp. 7-8. 
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in the four main divisions of American industry : viz., agriculture, 
mining, transport and manufacturing, declined by 7 per cent., 
quantitative output increased by 20 per cent., and output per 
worker by 30 per cent, approximately. The figures adduced by 
Mr. Woodlicf Thomas carry the same implications with them ; 
they relate to a comparison of the years 1918-20 as base with 
1924 - 6.1 


Iridex at beginning of period ~ 100. 
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Output. 
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100 
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Accurate unemployment figures for the U.S.A. do not exist : 
estimates exist for 1928 which vary from 1*9 millions to 2‘6 
millions : one estimate for 1927 was 4 millions, whilst another 
authority gives an estimate which varies from 4J millions in 1921 
to a minimum of 2 millions in 1927.^ 

A census of production docs not exist in Germany. The 
revised index of production recently published by the Institut fiir 
Konjunkturforschung (Base 1928 = 100 ; comprising 31 weighted 
industrial groups) shows that production rose from a figure of 
69*5 for 1924 to 101 in 1929. In the year of rationalisation, 1925, 
the index rose to 83’3, fell in the slump of 1026 to 79 and reached 
100 in 1927. Whilst the maximum number of applications per 
100 places available reached a peak at the beginning of 1926 (in 
the period 1924-9), and the employment situation is marked by 
great seasonal variations, nevertheless a competent German 
authority points out that in 1929 “ the rise in unemployment, as 
compared with the previous year, practically corresponded to the 
increase in the number of available workers caused by the age 
distribution of the population. In 1929 it was thus no longer 
possible for industry to absorb this increment.” ^ Some interest- 
ing figures are cited by the same authority, illustrative of the 
growth of efficiency in particular industries. In the Ruhr Coal 

^ Woodlief Thomas— “ The Economic Signifir anre of the Tneronsod EfHcicncy 
of American Industry in Americon Economic Review^ Supplement^ 1028. 

• Recent Economic Changes in the U^S.^ 2 vols., 1929, u. Vol. II, pp. 469-78. 

* Oermany's Economic Development during the Second Half of the Year 19-9, 
published by the Reiche-Kredit-Qesellschaft, 1930. 
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industry, for instance, the total number of employees declined 
by 10 per cent, between 1913 and 1928, whilst the output per 
employee rose by 26 per cent. In 1929, production per employee 
rose another 9 per cent, up to June, whilst employment fell another 
2 per cent., though the monthly figures are clearly affected by 
seasonal changes. In another industry directly competitive with 
British industry the facts are even more striking : “ The index of 
labour efficiency in the German machine industry, using the first 
quarter of 1925 as a basis, averaged 142 per cent, for 1929, as com- 
pared with 133 per cent, for 1928, 142 per cent, for 1927 and 126 
per cent, for 1926.” ^ 

Even in the case of Great Britain, which is generally regarded 
as having lagged somewhat behind in the Rationalisation move- 
ment, more than one piece of evidence is available which suggests 
an increasing productivity as one of the immediate causes of 
unemployment. Quite apart from the recent speeches of indus- 
trial leaders at Company meetings representing such diverse 
products as cement, transport and rubber tyres, the production 
index of the London and Cambridge Economic Service when 
placed in juxtaposition with the employment figures reveals a far 
more rapid growth in the former than in the latter. Thus between 
1924 and 1929 the Combined Index of Production rose from 100 
to 1 16*2 : the employed population over the same period increased 
from some 9,500,000 to 10,020,000 persons, or some 7 per cent., 
whilst unemployment was greater by nearly 4 per cent. No 
doubt the position in Great Britain is extraordinarily difficult to 
weigh, since world factors of any sort unfavourable to trade and 
industry are likely to affect this country to a greater degree than 
more sheltered areas. Nevertheless, the figures do suggest a 
growing divergence between the movement of production and the 
movement of employment. 

S. 6. Whilst the foregoing analysis may be sufficient to 
establish a presumption that in recent years the process of 
rationalisation has been responsible for the creation of part of the 
existing volume of unemployment, in the end one is forced back 
upon general economic reasoning. Three general sets of circum- 
stances have to be examined : the motive of rationalisation, the 
circumstances under which rationalisation takes place, and the 
methods of rationalisation actually adopted. 

(1) The first point is simple. The motive of rationalisation is 
in all cases to reduce costs from the standpoint of the capitalistic 
producer; it is not the reduction of “ real ” cost or “ social ” 
^ Germany's Economic Development, otc., p. 14. 



1930] RATIONALISATION AND TECHNOLOGICAL UNEMPLOYMENT 559 

cost. It may very well be the case that a process which reduces 
pecuniary costs from the capitalistic point of view also reduces 
“ real ” cost : a new technique may involve less actual psychic 
strain to the worker employed. On the other hand, standardisa- 
tion may involve elements of social loss : a lowering of the 
standard of skill or reduction of the creative and sesthetic element 
in work. It follows from this that whenever wage costs per unit 
of output form a substantial element in the price of the product 
per unit before rationalisation, it will pay the producer to reduce 
that cost, if necessary, by the displacement of labour by mechanical 
instruments. It docs not follow that unemployment must ensue, 
since we have still to take account of demand for the product, and 
of the indirect effects of the economies introduced. But unem- 
ployment may follow. And from this point of view it is important 
not to overlook the circumstance that the attractiveness of 
reducing wage costs per unit of output is not an absolute magni- 
tude : it is a function of the wage cost itself and of the economies 
to be realised by alternative processes. Now it is at least signi- 
ficant that at the present time the rigidity of wage rates is a 
striking element of the economic situation in this country : all 
other prices arc falling, but the price of labour is not. The same 
is true of Germany — at least as regards unskilled labour. In 
1929 weekly wages on standard time schedules ” of unskilled 
labour were between 75 per cent, and 80 per cent, above 1913; 
the cost of living was only about 55 per cent, above the pre-war 
level. In the United States, the check to immigration has given 
labour something like a quasi-monopoly. Under these circum- 
stances, to economise labour as much as possible represents 
merely ordinary business prudence. 

(2) The effect of rationalisation upon the chances of employ- 
ment obviously differs when the striving after economy is the 
result of a period of intense demand for goods and services of all 
kinds, or when the striving after economy represents an attempt 
to meet the exigencies of falling prices or an unfavourable 
economic situation generally. The w’ar period represents the first 
alternative, the present moment the second. During the War, 
rationalisation was forced on because there w^as an insatiable 
demand for goods, at a time when a large proportion of the able- 
bodied workers of the country were absorbed by the Army. At 
the present moment, when industry is suffering from a contraction 
of the market and when, on other grounds, there is already a 
surplus of labour available, the position is obviously different. 
Again we are not entitled to assume that unemployment must 
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ensue, for we must again deal with the demand side before we 
arrive at a final conclusion, but in general it is at least clear that 
unemployment is more likely to ensue from rationalisation than 
was the case during the War. 

(3) Lastly, as regards the methods of rationalisation. Here, 
of course, the task of analysis is complicated by the fact that a 
large variety of rationalisation methods can be distinguished, the 
effects of which on the employment situation (even without 
taking demand conditions into account) may be very different. 

{a) So far as so-called “ Financial Rationalisation ” is con- 
cerned : that is, the writing down of book values and the con- 
sequential cleaning up of the balance-sheet position, there is 
obviously no direct connection with the problem of employment 
at all. 

(b) But financial rationalisation when it means — as it increas- 
ingly docs — a greater degree of integration of enterprises, does 
affect the employment situation directly. 

When integration involves concentration of particular types 
of output at different works, then, in so far as different degrees 
and kinds of skill are involved, a problem of mobility at once 
arises, for grades and types of labour formerly required at more 
than one point are now required, perhaps, at only one point. 
The greater the difficulty of getting labour to move, the greater 
the chances that the further consequences of concentration — 
improved processes, eliminating the kind of labour which is 
difficult to obtain by substitution of another kind, or the replace- 
ment of labour by machinery — may throw a particular kind of 
labourer out of w'ork altogether. At the very best one is then 
left with the problem of reabsorption in another direction. 

(c) Standardisation of types, whether occurring as a result of 
concentration of output at certain points within an integrated 
group forming part of a wider industry, or whether occurring as a 
result of deliberate agreement by all the producers within an 
industry, has also a direct bearing on the labour situation, in so 
far as repetition work in and of itself encourages the further use 
of machinery and the substitution of skilled by unskilled labour. 

(d) Lastly, we are left with certain rationalisation methods 
which have as their object not the direct cheapening of the 
product, but control over the market, through common sales- 
organisations of one kind or another. Their effect on the employ- 
ment situation obviously turns on the price and sales policy 
adopted : and they thus involve the question of demand, to 
which we must now turn. 
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In considering the relations between rationalisation, the 
market and unemployment, there is one obvious point whieii 
tends to be lost sight of in popular discussion. The degree of 
rationalisation which “ pays is not an absolute magnitude, but 
depends on the “ shape of the demand curve.” Thus a com- 
plication is introduced through the circumstance that the point of 
optimum economy in production may involve a volume of output 
which, if it is to he sold, reduces the aggregate return below the 
maximum attainable if a smaller volume had been produced and 
marketed. In such a case — ^which cannot always be foreseen in 
advance — and given the absence of effective competition, the 
economies in labour cost may be eaten up by a rise in the over- 
head cost, and if there has been a reduction in the volume of 
labour directly employed, there are not necessarily any resources 
available by which that labour can be indirectly absorbed. The 
consumer pays the price which brings the maximum aggregate 
return. Unless this price is lower than the price previously ruling, 
he cannot increase his expenditure in other directions. The price 
need not be lower, because, though prime cost may be lower, 
supplementary cost, for the volume actually sold, may be so much 
higher as to lead to no general lowering of cost at all. In other 
words, rationalisation undertaken on technological grounds with- 
out taking into account demand conditions may not increase 
the aggregate national dividend, and so may create an unemploy- 
ment problem which it cannot solve. And wc have no right to 
assume that the race of rationalisers never makes a mistake. 

Returning now to the general problem, wc necessarily employ 
concepts which are familiar to all students of economics. 

(а) If the demand for an article has an elasticity greater than 
unity, a reduction in its price results in a more than proportionate 
increase in the quantity demanded. Thus, even in a rationalised 
industry, in which labour cost has been reduced, the greater the 
elasticity, the greater the derived demand for labour, and the 
greater, therefore, the opportunity for reabsorbing labour and of 
adding to the total quantity of labour employed. But how mnch 
labour will be needed, depends not only on the state of demand, 
but on the technical conditions in that industry. 

(б) Even if the derived demand for labour in this industry has 
an elastictiy of less than unity, yet provided that the demand for 
the product of the industry has an elasticity greater than unity, 
the indirect derived demand for labour may have an elasticity 
greater than unity. For the machinery and other equipment 
used by the industry has itself to be created by means of labour. 
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and, if the output of the industry is expanding, it requires an 
expanding plant. Thus the increased demand for labour in 
equipment industries, which marks the first stages of a rationalisa- 
tion movement calling for large quantities of now equipment, may 
continue after the first stages have been passed. But too much 
must not be based upon this. For if rationalisation is a con- 
tinuous process, it will affect not only the industries supplying 
consumers’ goods in the narrower sense, but also the industries 
subserving these industries. 

Optimistic interpretations of the rationalisation process will 
generally be found to be based upon the assumption that what is 
true in some cases is necessarily true in all. The demand for 
certain popular luxuries is no doubt highly elastic, but it is equally 
clear that the demand for agricultural products, for example, is 
not. There is no reason whatever to suppose, therefore, that an 
all-round cheapening of products already available will necessarily 
absorb all the labour unemployed in consequence of technical 
changes, though no doubt that will be the case to some extent. 
But to what extent is unfortunately unknown. 

S. 7. Nevertheless, is it not legitimate to argue with Babbage 
ill the passage already cited that “ as each new machine adds to 
these gratifications, new luxuries will open to his view ” ? or with 
Professor Robbins,^ that the elasticity of demand for labour in 
general is greater than unity ? Since rationalisation reduces the 
quantity of labour required for the production of the existing 
quantum of material welfare, in other words, will it not L'o 
possible to add to that volume of material welfare ? Or must we 
argue with Mr. G. D. H. Cole that rationalisation “ might succeed 
in lowering substantially the cost of producing each unit of the 
national output : but it would only find itself unable to make use 
of the great new productive power of which it had become the 
master. For the problem of production cannot be solved unless 
the problem of distribution is solved with it ; and the lowering 
of the unit cost of production, unaccompanied by a pouring of 
fresh purchasing power into the pockets of the consumers, will 
only mean a more determined policy of restricting output and a 
widening circle of unemployment ” ? ^ 

But, in the absence of falling 'prices due to 'monetary causes 
taking place coincidentally (which, as we have already had occasion 
to point out, intensifies the employment problem), rationalisation 

^ “Economic Effects of Hours of Labour,” by Prof. L. Robbins {Economir 
Journal, March 1929, p. 25). 

* The Next Ten Years, etc., p. lltf. 
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involves an increase of the monetary 'purchasing power in the hands 
of the consumer. So long as money incomes in general remain 
the same, the margin between money incomes and expenditure 
goes up, in those cases in which the elasticity of demand for 
products of the rationalised industries is less than unity ; or the 
cheapening of the articles results in a larger aggregate consumption 
of them, or, if the articles in question are subject to quasi-mono- 
polistic conditions, the same amount is spent on them as before, 
but profits in the industries producing them increase, and larger 
profits mean additional purchasing power in the hands of entre- 
preneurs. The problem as stated by Mr. G. D. H. Cole is not the 
real problem at all ; the real problem is : what use will “ con- 
sumers ” make of the margin of purchasing power now available 
as a consequence of rationalisation ? 

If the answer to this question is that consumers will devote it 
to the satisfaction of new wants, then it will be true that in the 
long run rationalisation will not involve unemployment. But the 
run may be a very long one, not only because a transfer problem 
is involved, but because the newer industries themselves will 
not in all probability require as much labour as they might have, 
had not the whole atmosphere of industry been impregnated with 
the rationalisation spirit. From this point of view, an increase in 
the demand for those personal services which are least affected 
by the progress of mechanical improvement will help to solve the 
problem more easily than a demand for goods the production of 
which requires the direct application of labour to a smaller extent. 
The growth of the “ service industries ” in the United States has 
been expressly adverted to by the very able group of American 
economists who last year published their Survey of the develop- 
ments of the last decade in the United States.^ 

But consumers need not devote their available resources to the 
satisfaction of new wants. They may decide to “ hoard ” their 
savings in the technical sense described by Mr. D. H. Robertson in 
his Banking Policy and the Price Level ; or, in other words, they 
may desire to keep more of their resources in a liquid form. If 
this hoarding takes place on a large scale a cumulative pressure is 
exerted on the price level, and the difficulty of absorbing labour 
is ipso facto increased. In the ceaseless combat waged in the human 
mind between the desire for greater gratification on the one hand 
and the desire for greater security in the shape of holding free 
resources on the other, it is not at all times true that it is the 
former passion which gains the upper hand. At the present 

^ Recent Economic Changes, Vol. I, p. xvi. 
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moment it would appear as if the desire to abstain from additional 
consumption were more important than the critics of current 
standards of consumption would be prepared to admit. 

However that may be, the problem of transfer that is in any 
case involved is one of sufficient difficulty. Contrary to general 
opinion, even in countries like the United States, with a high 
degree of labour mobility, transfer may involve not only con- 
siderable loss to the individual, but also considerable delay in 
point of time, as appears from an interesting piece of evidence 
presented by the Brookings Institute of Economics to the U.S. 
Senate Committee on Education and Labour in the course of their 
investigation of Unemployment in the United States in 1928-9.^ 

S. 8. We have now arrived at the point at which it is necessary 
to apply the foregoing analysis in a more directly practical 
manner. 

(1) Since the rationalisation movement is international in 

^ Summary of Testimony and Report of Institute of JCconomics of the Brookings 
Institutionf by Isklor Lubin, docuineiitotl, pj). 500-1 : — 

“ An investigation recently mado by the Institute of Economics of tlio 
Brookings Institution reveals that most of the displaced workers have great 
difficulty in finding now lines of emi^loyment once they are dischargtxl. A survey 
of some 800 workers in three industrial centres roveuled that the newer industries 
are not absorbing the jobless as fast as is usually boliovod. 

** Almost ono-half of the workers who were known to have been discharged by 
certain firms because of curtailment in employment during the year proooding 
were still without Jobs when interviewed by Institute of Economics investigators. 
Of those still unemployed over 8 i>er cent, had been out of work for a year, and 
about one-half had been idle for more than throe months. Among those who had 
succeeded in finding work, some had had to search for jobs for over a year before 
finally being placed. More than onc-half of those who had founfl jobs had boon 
in enforced idleness for more tliaii throe months before finding employment. 
Only 10 per cent, had been successful in finding now jobs within a month after 
discharge. 

“ The new jobs, moreover, were usually secured at a sacrifice in earnings. 
Some workers, to be sure, wore fortunate enough to find employment which paid 
higher wages, as was made evident by the fact that about ono-fifth of them wore 
making more money on their new jobs than before discharge. Forty-eight per 
cent., however, wore receiving lower wages and about ono-third were earning 
just about the same amount as they fonnerly did. 

“ And what kind of jobs did tho.so men finally socuro ? Trained clothing 
cutters with years of experience had become gasoliuo station attendants, watch- 
men in warehouses, timekeepers in stool plants, and dorks in moat markets. 
Rotary press operators wore pressing clothes in tailor shops. Machinists were 
selling hosiery for mail-order houses. Welding machine operators were mixing 
salvos for patent medicine manufacturers. A significant number of men admitted 
frankly that after some months of enforced loafing they had taken to bootlogging. 

“ It is evident that a large number of the workers now being displaced from 
industry are being forced into unskilled trades at a sacrifice in earnings and a 
consequent lowering of their standards of living. At the same time they are being 
made to bear the burden of unemployment, for which they are in no way 
responsible and over which they have no control.** 
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character, and, since it undoubtedly results in most cases in a 
reduction of cost per unit of output, no single country engaged in 
international trade under competitive conditions can hope to 
contract out of its consequences, good and bad, except at the 
expense of its international trade. This is in itself a sufficient 
reason for pushing ahead with rationalisation in this country. 

(2) In the short run, rationalisation is not a remedy for 
unemployment, but, on the contrary, is itself a factor in making 
for unemployment, except to the extent that it stimulates demand 
in the constructural and equipment industries. But since a loss 
of markets due to progressive reductions in prices by rationalised 
industries in other countries also adds to the volume of unemploy- 
ment in this country, the short run evil of unemployment in this 
country changes in character, rather than grows in volume. 
Industries are in part depressed because local costs of production 
are too high and unemployment ensues. Rationalisation reduces 
costs, but until the lower costs have helped the industries in ques- 
tion to regain their market, and ex}xi7id it, unemployment will 
remain. But unemployment resulting from rationalisation is a 
lesser evil than unemployment resulting from relative inefficiency. 

(3) In the long run, since rationalisation effects a lowering 
of real costs, then, given a desire for a rising standard of life, there 
is no reason to suppose that the volume of unemployment will not 
again fall. But, in the absence of any definite knowledge of the 
elasticities of demand for different products, we cannot foretell 
in what directions an increased demand for labour will manifest 
itself. Both American and British experience would seem to 
show that the demand for labour in the existing body of industries 
is likely to shrink, absolutely in relation to the population, rela- 
tively in relation to the output; wffiilst every increase in the 
technical knowdedge available to industry will make the demand 
for labour in relation to output smaller in the new industries, the 
rise of which we have every reason to suppose (to judge from past 
experience) will accompany reductions in real costs in the existing 
industries. Thus the occupied population in the future is likely 
to be less “ industrialised ” than in the immediate past; and the 
growth of trades and occupations outside the narrow concept of 
“ industry ” will continue as rationalisation proceeds. 

(4) The most optimistic view of the situation must take into 
account the fact that a grave transfer problem is involved, and 
that monetary and other circumstances having nothing directly 
to do with the rationalisation problem may accentuate the diffi- 
culties of transition. The first and most obvious step in the 
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direction of ameliorative measures must therefore be an increase 
in the mobility of the working population. 

(6) In estimating the probable duration of unemployment 
resulting from rationalisation, account has to be taken, not only 
of the state of technical knowledge, but of the movement of the 
population. Since rationalisation produces its most striking 
results when the aggregate demand for a product continually 
increases, a stationary population (and the most advanced 
nations are tending to stationariness of population) places a 
limit to the expansion of output in each of the several directions 
in which the economies of large scale production are most strik- 
ingly displayed. At the same time, the decline in the number of 
new entrants into industry, which is to be expected over the next 
few years, will diminish the immediate pressure. But it is quite 
possible that the normal level of unemployment will be higher in 
the future than in the past, in which case unemployment will 
cease to serve as an index of material well-being. The paradox 
of a rising standard of life with a higher level of unemployment 
may well be the result of the present tendency in industry. 

(6) On the other hand, there are not wanting examples to show 
that demands for new products and services can be stimulated 
very quickly, provided they are sufficiently cheap ; and there is 
therefore no reason to fear that we shall all “ starve in the midst 
of plenty.” What has been true of the motor-eycle, the motor- 
car, the gramophone, the radio, artificial silk, the cinema, the 
popular press, books, travel facilities, greyhound racing and the 
rest will surely also be true of the future. No doubt we shall have 
to give up the belief that “ national power ” is to be measured 
by a high percentage of occupied persons in a few “ staple 
industries ” ; but just as wo no longer think of measuring our 
“ national power ” in terms of agricultural output, so we shall 
gradually see that those countries which have the highest standards 
of life ought to be those employing the largest proportion of their 
populations in the supply of “ luxuries.” All that stands in the 
way are economic and ethical standards no longer appropriate to 
the tendencies at work. 

(7) There is an obvious relationship between the progress of 
rationalisation on the one hand, and the possibilities of a shorter 
working day and higher earnings from labour on the other. The 
rise in the standard of living and the shorter working hours which 
have characterised the progress of industry in the last hundred 
years were both conditioned by increased productivity ; though 
it may be true that unless Labour’s demands had been made the 



1930] BATIONALISATION AND TECHNOLOGICAL UNEMPLOYMENT 567 

spur to further invention and discovery might have been in part 
lacking. But at any given moment a balance must be struck 
between the demand for higher earnings and the demand for more 
leisure, for, if })oth demands are pushed to such an extreme that, 
if either were granted, the whole benefit of increased productive 
power would be exhausted, then the grant of the one excludes the 
grant of the other; and if both were, under these conditions, 
simultaneously asked for and granted, a new disequilibrium of 
costs and prices would be set up, which would inevitably cause a 
new wave of unemployment until further advances in technique 
and organisation had been achieved. 

A shorter working day and higher wage rates are, of course, 
frequently defended, not on the legitimate ground that society 
Ccan afford them with increasing j^roductive powers, but on the 
ground that they arc direct means for reducing unemployment, 
because they “spread work” and stabilise “working-class 
purchasing power.” Unless accompanied by increasing pro- 
ductivity, however, they are incapable of achieving these results ; 
for a shorter working day without a larger output would either 
involve lower Avages or rising costs per unit; and rising money 
wages without increasing productivity would also result in dis- 
equilibrium. But given increasing productive powers, it is 
possible to lower prices to the consumer and pay the same wages 
as before for a shorter day or, with the same lower cost to the 
consumer, pay a higher wage for the same working day. Grow- 
ing productivity, in fact, gives society a margin to “ play with,” 
and this margin is tlie source out of which unemployment can be 
relieved. But w'c have no right to assume that the process works 
without friction or that the fears of the workers are based entirely 
on “ prejudice and error.” In the end, one must rest one’s hopes 
on the known elasticity and responsiveness of capitalistic society ; 
an organisation w'hich Avas capable of surviAung the shocks of the 
AA\ar and post-Avar period is hardly likely to perish because it is 
learning to turn the arts of production to still better use in the 
future than it did during the last one hundred and fifty years. 

T. E. Gregouy 
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MACHINERY REPLACEMENT IN THE COTTON 

TRADE 


^YlIEN a trade is subject internally and externally to examina- 
tion in the light of post-war ideas of rationalisation and recon- 
struction, one of the questions most frequently asked seeks to 
discover whether the plant and machinery of that trade are up 
to date. 

It is not simple to decide immediately what should be meant 
by this, and it may well be that many popular ideas upon the 
subject arc far from true. 

This memorandum is an attempt to discover the position of 
the CottoiT Spinning and Weaving Mills of Lancashire in respect 
of their equipment. 

There are two main causes presumably for the steady replace- 
ment of machinery, namely — 

(1) Wear and Tear, and 

(2) Obsolescence by the discovery of new processes. 

Replacement for both of these causes might be expected to be 
accelerated in prosperous times, and retarded during slumps in 
trade. 

I shall also endeavour to investigate the significance of this 
factor to both of the main causes of replacement. 

1. Wear and Tear 

Accurate data of an exact type is almost entirely lacking, and 
it will be in the main necessary to depend upon certain tendencies 
and examine their agreement or otherwise. 

I will consider in the first place the normal life of the Spinning 
Machinery. 

Exact statistics do not exist in this country, but a useful 
examination has recently been published by the Association of 
Cotton Textile Merchants of New York, who have available 
figures from the Bureau of the Census which have the advantage 
of being comprehensive and authentic. 

The total combined spindleage of Cotton Mills in the U.S.A. 
reached its peak in December 1924, when 37,939,772 Spindles 
were in position. 
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The decline from that point is as follows : 


Dec. 

1925 . 

. 37,871,936 

a decline of 

67,836 Spindles 

JJ 

1926 . 

. 37,364,730 


507,206 


1927 . 

. 36,465,976 

• » 

898,754 


1928 . 

. 35,267,086 

,, 

1,198,890 


1929 . 

. 34,585,304 

j) 

681,782 

Apr. 

1930 . 

. 34,195,464 

j) 

389,840 




Total 

3,744,308 

After 1925 the rate at which 

Spindles arc 

being reduced is : 


1926 . 

1*4 per cent. 

1927 

• 2-5 „ „ 

1928 . 

. 3-4 „ 

1929 . 

. 2-0 „ 

1930 

. 3-45 „ „ 

Actually, dismantling 

is proceeding at a more rapid rate, for 

tho figures include those new Spindles built each year. 

The figures which are given in tho Association’s record were 
supplied by American Manufacturers of Textile Machinery, and 
show the following new equipment : 

1925 . 

343,292 Spindles 

1926 . 

. 217,264 

1927 . 

. 496,192 

1928 . 

. 255,192 

1929 . 

. 320,784 

Combining the two figures we get a total of 

1926 . 

724,470 Spindles 

1927 . 

. 1,394,946 

1928 . 

. 1,454,802 

1929 . 

. 1,002,560 

Total 

. 4,576,784 

An average of 1,144,196 Spindles. 

Dividing this into the average number of Spindles gives the 


average life of an American Spindle to be 31 years. 

This supposition would not be strictly true unless the number 
of spindles 30 years a^^o was equal to the present total. 

Actually, there were only two-thirds of the present total 

pp 2 
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s])iiulK's IIkmi but those have been worked at the begin- 

ning of the century very many more hours per day than at present 
and the spindle hours run and the consequent wear and tear is 
approximately the same. Further, although the spindleage 30 
years ago showed a steady increase, there is no sign of a corres- 
ponding increase in the replacement figures of recent years. 

The Spindles in America are divided into : 

Ring Spindles, 

Mule Spindles, 

and there lias been no material advance in the equipment of Ring 
Spinning, which would cause obsolescence of the actual Spinning 
Frames. 

The replacement of Mule Spinning by Ring Spinning might 
be considered from some angles as an improved type of Spinning, 
and thereby would necessitate replacement of Mule Spindles by 
King for obs(jl(\scence. 

The figures show ; 

1025 2,588,000 Mule Spindles. 35,349,000 Ring Spindles. 

1020 2.588,000 .. 34,097,000 ., 

1027 2,588,000 34,140,000 

1028 2.587,000 .. 32,955,000 .. 

102!> 1,584.000 ,, .. 33,245,000 ,, 

It is obvious that even if this last change be admitted as 
obsolescence, the small ])rop{)rtion of Mule Spindles renders it a 
small factor. 

We may, then fore, form a general conclusion that the replace- 
nu'iit life (jf American Spinning Spindles from Wear and Tear is 
about 30 years. 

The measure of Cotton Sj)inning Machinery by the “ Spindle ” 
unit often disguises the fact that a very great deal of import«ant 
inaeliinery exists in the processes pre|)aratory to Spinning, and 
afterwards in such processes as Winding and Beaming. 

Jt secuns necessary to examine : 

(1) Whether the evidence tavailable in England, unbacked 

by comprehensive figures, can indicate agreement with 
American figures. 

(2) Whether the other processes of Spinning follow the 

“ Spindle trend. 

It is a very difficult matter to arrive at the average age of the 
Cotton Mills of Lancashire, but the opinion of a leading Valuer 
is that the Buildings, Plant and Machinery average date is about 
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1895-98, the general average date of the buildings being earlier 
and the machinery later than this. 

This is supported by an investigation of the exact records of 
20,000,000 Spindles, which afiords an important sample. 

The average age of the equipment, including buildings, of 
these Mills is 1898. The general average of Lancashire Mills is 
therefore 30-35 years, and excluding the war period, 25-30 years. 

It must be clearly understood that the dates given throughout 
in this investigation are the original dates of the construction of 
the machines. 

There is some considerable difference in the views of textile 
machinists and those of Cotton Spinners concerning the signi- 
ficance of the age of machinery. 

It is held by the Cotton Spinner that machinery 20 years old, 
if it has been well cared for, may easily be more efficient than the 
newest machines, provided no important change in principle has 
taken place. 

I shall not attempt to examine which view is correct. 

I have seen Mules of 1886 working well and giving productions 
equivalent to similar machinery 20 years newer, but I have also 
found that much money has been spent on old machines which 
would have bought completely new ones, and it seems probable 
that the latter expenditure would have, in the long run, been 
wiser. 

In the opinion of a textile machinist : 

“ . . . from my own experience and recent researches, it 
would appear that, provided the machinery has been run 
full time and has not during the period of its life been 
expensively modified to enable it to produce yarns different 
to which it was originally constructed to produce, it is 
mechanically desirable to renew it every 30-35 years. 

“ . . . from a combination of various factors we find Mills 
working with machinery 70 per cent, of which is nearing the 
end of its really fully efficient life.” 

The following details are taken from an exhaustive investigation 
of just over 200 Companies containing 20,000,000 Spindles (over 
one-third of the Spinning Mills) and 50,000 looms, or one-four- 
teenth of the Weaving Sheds. 

As almost all the Spindles are engaged upon Coarse and Medium 
yarns, the details cover almost two-thirds of the “ American ” 
section of the Trade, and can be taken as fully representative of 
that section. 
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Certain of these Companies possess more than one Mill and 
comprise both Mule and Ring Spindles and Looms. 

Detail of Buildings by date of construction : 



1 Before I 

1800- 

1850^ 

18C0h 


Hii 




1020 



1830. 


yytlja 

1880. 

1800. 


Hmm 


Buildings 

2 

31 

32 

45 

45 

33 

23 

37 

1 10 



Extensions 

— 

— 

3 

4 

4 

12 

16 

33 

1 

34 

22 


Totals : Buildings ..... 258 

Extensions .... 128 


The date of tlie latest building is 1016, and of the latest 
extension, 1926. 

Note. — ^In Mills not covered by this survey it is known that 
only three or four complete new Mills have been built since 1920 
in the whole of Lancashire. 

The years of the largest numbers of new buildings arc : 

1860 with K] 

1870 „ 11 

1875 „ 14 

1885 „ 1) 

1007 ,, 11 

and the largest groups of three years : 

1860-02 .... 28 
1874-76 .... 27 

1884-86 . . . .18 

1906-08 . . . .25 

These four groups coini^rising between them 38 per cent, of the 
total. There are no important groups of extensions until this 
present century, the most important being in the periods : 

1905-1909 

1912-1914 

1916-1919 

One would expect that the extensions were used mainly for the 
addition of : 

(1) Card Room Machinery. 

(2) Small Ring Spinning Plant to an existing Mule Spinning 

Mill. 

The figures given later will be investigated to discover if this 
is the case. 

Opening Machinery . — ^This section of a Spinning Mill has 
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undergone considerable modification during the last 50 years, 
and although the general principles are unchanged, detail has 
been very much improved. Machinists consider that the major 
parts of such machines would, by Wear and Tear, be in such 
condition that complete replacement after 30 years is necessary. 

Detail of Opening Machines by date of construction : 



1860- 

1880- 

1890- 

1900- 

1910- 1 

1920- 

Total. 


1880. 

1890. 

1900. 

1910. 

1920. 1 

1930. 

No. of Machines 

38 

122 

340 

746 

540 

483 

2269 

Per cent. 

1*4 

5*4 

150 

330 

23*9 

21-3 

100 


The percentage which is past this standard of efficient life is 
21*3 per cent., and the percentage which has not yet reached half 
its life is 28*4 per cent. 

Replacement has been carried out for the last few years at a 
steady rate of 2 per cent. 

Carding Engines. — ^These machines, of which the Mills in 
question possess 17,140, have altered little since the Flat Card was 
introduced. These machines are fully rigid, but owing to the 
essential fact that they must be capable of close accurate setting 
in their various parts, they demand a higher standard of 
mechanical efficiency and a more regular specialised attention 
than the Opening Machines. Their full life is considered to be 
30-35 years. 


Detail of Carding Engines by Date of Construction 



1860- 

1880- 

1890- 

1900- 

1910- 

1920- 

Total. 


1880. 

1890. 

1900. 

1910. 

1920. 

1930. 

No. of Machines . 

1.30 

1,097 

4.1.37 

I 6.473 

3,418 

1,885 

17,140 

Per cent. 

0-8 

6*4 

... , 

1 .37-8 

1 

19-9 

110 

100 


The percentage which has had 30 years of life is 31-3 per cent. 

Replacement is proceeding at a diminishing rate, which over 
the last five years is less than 1 per cent, per annum. 

Draw Frames. — These are probably the simplest machines in 
the whole range of Textile Machineiy. They arc semi-flexible 
machines, and with periodic lining up should be good for 30 years. 


Detail of Draw Frames by Date of Construction 



1860- 

1880- 

1 1890- 

1900- 1 

1910- 1 

1 1920- 

I Total. 


1880. 

1 1890. 

' 1900. 

1 

1910. 

1 1920. 

1 19.30. 

No. of Machinos . 


220 

444 1 

606 1 

555 

151 

2,021 

Per cent. 


10-9 

22*0 1 

1 

300 

27*5 

7-4 

100 








574 


THE ECONOMIC JOURNAL 


[dec. 


The figure which has had 30 years of life is 35*1 per cent. 

Replacement is proceeding at the rate of approximately 1 per 
cent, per annum. 

Combers, — These machines are in a class by themselves, and 
demand constant attention by an expert. Their life under good 
conditions is similar to the preceding machines. Only 10 per cent, 
of the Mills examined contain these machines. 


J)etail of Combers by Date of Construction 



Before 

1890- 

1900- 

1910- 

1920- 

Total. 



1900. 

1910. 

1920. 

1U30. 

No. of Mach i nod 

Nil 

Nil 

28 

194 

224 

446 

Per cent. 

— 

— 


43-5 

5U*2 

100 


In this case, unlike all others, the number of machines of 
recent date is larger than in any other of the ten-year periods. 
It would be unwise to attach too great importance to this, but the 
fact that 93*7 per cent, of the machines are less than 20 years old 
is an indication of the unique position occupied by this type of 
machine. 

Speed Frames , — These machines are fully llcxible and their 
eflSciency is impaired if they are not kept in good alignment. 
Modern practice has lengthened the machines steadily, but 
otherwise their detail is little changed. 



Before 1 

1880- 

1890- 

1900- 

1910- 

1920- 

Total. 


1880. 1 

1890. 

1900. 

1910. 

1920. 

1930. 

No. of Machines . 

556 

1,699 

2,316 

3,442 

2,443 

899 

11,355 

Per cent. . 

4-9 

150 

20-4 

30-3 

21-5 

7-9 

100 


Here, 40-3 per cent, of the machines have had more than 30 
years of life. 


Spinning Machinery 



1860- 

1880. 

1880- 

1800. 

1890- 

1900. 

1900- 

1910. 

1910- 

1920. 

1020- 

1930. 

Total. 

Mules. 








No. of Machine.s . 

144 

1,364 

1,320 

3,152 

1,447 

297 

7,724 

Per cent. 

1-9 

17-7 

171 

40-8 

18-7 

3-8 

100 

Rings. 








No. of Machines . 

— 

485 

1,624 

3,310 1 

2.229 i 

1,138 1 

8,786 

Per cent. . . j 

— 1 

5-5 

18-5 

37-7 

26-4 1 

12-9 

100 
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Although headstock parts replacements are often somewhat 
heavy, it is probable that the Mule has the longest life in the 
whole range, and hundreds of the Mules installed 40 years ago 
are still working quite satisfactorily. 

The Ring Frame is a simple machine, and ordinary mechanical 
attention should enable it to keep running efficiently for 35-40 
years. 

Finwhing Machinery . — Finishing Machinery comprises a 
varied selection of machines, such as Winding, Beaming, Reeling, 
etc. These are nearly all comparatively slow-running machines 
with few moving parts, and with proper oiling should continue to 
work almost indefinitely. The figures show : 



1800- 

1880. 

1880- 

1890. 

1890- 

1900. 

1900- 

1910. 

1910 - 
1920. 

1920- 

1930. 

Total. 

No. of Machines 


Ofi 

479 

1,311 

1,174 

019 

3,678 

Per cent. 

0*8 

1-8 

130 

35- 0 

31-9 

16-9 

100 


The proportion of machines of less than 30 years* life is 
comparatively high. 

It has been suggested tliat this is not due so much to the more 
modern machines in Lancashire as a whole, as to a change of 
practice. Winding and Beaming was originally done by the 
Weaving firm, but as Ring Spindles have increased the Winding 
and Beaming Machinery has been installed by the Spinning Mills. 
This would mean that the Winding and Beaming Machinery in 
Weaving Sheds is of much older date than in Spinning Mills. 
Experience of the machinery content of Mills would support this 
view, but a sufficient quantity of data is not available to support 
it with figures. 

The above survey covers the whole of the Spinning Machinery. 

A similar investigation has been made into the Weaving 
Section, which has been divided into : 

(1) Preparatory Machinery, and 

(2) The Looms proper. 

The figures for the Weaving Preparation Machinery are : 



1860- 

1880. 

1880- 

1890. 

II 

1900- 

1 1910. 

1910- 

1920. 

1920- 

1930. 

Total. 

No. of Machines . 

19 

33 

34 

66 

146 

123 

421 

Per cent. . 

4-5 

7-8 

81 

15-7 

34-7 

29*2 

100 


The percentage of machines of less than 20 years date is high. 
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For Looms 



1860- 

1880. 

1880- 

1890. 

1890- 

1900. 

1900- 

1910. 

1010- 

1020. 

1920- 

1930. 

Total. 

No. of Machines . 
Per cent. . 

5,956 

12-7 

6,597 

140 

WRBil 

12,327 

260 

12,546 

26*6 

2,671 

6-5 

47,042 

100 


The average age of the Looms is earlier than any of the other 
machines, and in the Mills examined over 1,000 more than 60 
years old arc at work. 

The Peak Periods of Replacement , — An examination of the peak 
years of replacement reveals the influence of prosperous periods. 
The significance of the 1906-9 period is particularly noticeable. 

Details have been taken out of the leading three groups for all 
machines, with the following results : 



Opening 
Machinery .| 

Cards. 

Combers. 

Draw 

Frames. 

Speeds. 

Largest Replace* 






ment 

1906-08 

1906-08 

1909-11 

1911-13 

1907-09 

2nd Largest . 

1912-14 

1909-11 

1924-26 

1907-09 

1910-12 

3rd Largest . 

Per cent, of whole, 

1919-21 

1898-00 

1917-19 

1891-93 

1891-93 

comprised by | 

these throe groups | 

38 

34 

67 

43 

34 



Mules. 

Rings. 

Finishing 

Machinery, 

Weaving 
Prop. • 

Looms. 

Largest Replace- 






ment 

1907-09 

1906-08 

1906-08 

1920-22 

1912-14 

2nd Largest . 

1902-04 

1911-13 

1911-13 

1912-14 

1906-08 

3rd Largest . 

Per cent, of whole, 

1910-12 

1920-23 

1919-21 

1924-26 

1903-05 

comprised by 

these three groups 

40 

40 

43 

43 

42 


Apart from the 1906-9 period, which is by far the most impor- 
tant and which figures first in six cases and second in two cases, 
and is only missing in the secondary cases of Combers and Weaving 
Preparation, the 1910-14 period just before the war is important, 
appearing in nine cases and taking a leading part in Looms. The 
only post-war periods occurring are for Opening Machinery, 
Combers, Rings, Finishing Machinery and Weaving Preparation, 
in the last named two periods being prominent. The later period 
for Combers coincides with the change-over by American Mills to 
Egyptian Cotton. It is obvious that the prosperous periods have 
been responsible for a very large proportion of Lancashire 









1930] MACHINEBY REPLACEMENT IN THE COTTON TRADE 577 


machinery. Owing to the leading position occupied by the above 
periods in the majority of the machinery sections it has been 
impossible to discover any direct relation between extensions to 
buildings and increases in carding engines and ring frames. The 
extensions in the absence of any more exact information might 
apparently have been necessitated by almost any of the machinery 
increases. 


2. Obsolescence 

The three main machinery developments in the Cotton Trade 
have been : 

(a) Ring Spinning. 

(b) Automatic Looms. 

(c) High-si)eed Winding. 

These factors arc all stressed in the recent report of the 
Government Inquiry into the Cotton Trade, as necessary if 
Lancashire is to recapture her lost trade. 

It seems important, therefore, to determine if possible the rate 
at which these developments are taking place in Lancashire. 

(a) Bing Spindles . — Ring Spindles have been in existence for 
many years. The International Federation figures available are 
as follows : 


1908, Aug. 
1911, Aug. 
1914, Mar. 


Estd. Total 
Spindles. 

52,817,682 

54,522,554 

65,971,601 


Actual 

Returns. 

46,064,236 

48,028.180 

60,568,794 


Mule. 


38,996,741 

39,977,255 

40,791,664 


Ring. 


7,667,495 

8,050,925 

9,777,230 


The returns after the war are in somewhat different form. 


Estimated Total SpimUes in Lancashire 



Mulo. 

Ring. 

1923 

44,043,000 

12,538,000 

1924 

43,650,000 

13,100,000 

1925 

43,651,000 

13,465.000 

1926 

43,870,000 

13,416.000 

1927 

43,816,000 

13.509,000 

1928 

44,086.000 

13,056,000 

1929 

42.776,000 

13.141,000 


From the pre-war figures it appears that Mule bpindles were 
increasing at the rate of 330,000 per annum, and Ring Spindles 
at the rate of 380,000 per annum. 

As, however, the total estimated Spindles were increasing at 
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the rate of 570,000 per annum, it is obvious that the increased 
percentage of actual returns in the later pre-war years destroys the 
full significance of the figures. 

If the larger percentage of returns was due to more returns 
from Ring Spindles, then the real rate of increase of Ring Spindles 
was less than appears, and the same applies to Mule Spindles. 

Probably all that can be inferred is that the numbers of new 
Ring and Mule Spindles each year in the pre-war years were very 
similar. 

It cannot, however, be inferred that the increase of Ring 
Spindles, small though it be, was entirely due to real obsolescence. 

W^ear and Tear would require the renewal every year of 
approximately 1 J million Spindles per annum, and worn-out Mule 
Spindles might be replaced by Rings. This is more nearly Wear 
and Tear replacement rather than Obsolescence, but since the 
Ring Spindles were only increasing at the rate of 300,000 to 

400.000 per annum, the conclusion must be that the bulk of the 
worn-out Mule Spindles were being replaced by new Mule Spindles 
again. 

Since the war tJic average reduction in Mule Spindles has been 

200.000 per annum, but Ring Spindles have increased by 100,000 
per annum. This increase has been spasmodic, and actually the 
1929 figures show no increase over 1924. The figures must be 
accepted with some reserve, but it is obvious that no important 
increase is taking place in Ring Spindles, nor are Ring Spindles 
replacing Mules to any appreciable extent. The conclusion must 
be that progress in this respect is almost negligible. 

(b) Automatic Looms , — Lancashire possesses between 700,000 
and 750,000 looms for the weaving of Cotton Cloth. We have 
seen that many of these are half a century old. 

The substitution of automatic looms is a radical change and 
involves very definite problems of the conditions of work. 

A half-way house is the addition of attachments rendering 
the Lancashire loom semi-automatic. 

There are, however, as far as I can ascertain, less than 20,000 
automatic looms and attachments in Lancashire district, or under 
3 per cent, of the trade. 

In fact, of the leading makes I am unable to trace more than 

17.000 in existence, but other adopted types of various firms 
probably exist in small numbers. 

Figures have been quoted somewhat higher than this, but I 
have been so far unable to obtain confirmation of them. 

Granted that half of Lancashire looms are engaged upon fancy 
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or other cloths for which the automatic loom may be considered 
less advantageous there arc only 5 per cent, of automatics. It 
has been impossible to obtain information whether these existing 
automatic looms arc replacements or additions, but the view has 
been expressed by a loom-maker that the majority are additions, 
and that where there have been replacements they have replaced 
worn-out looms. 

There is no indication that the rate of introduction of auto- 
matics is increasing in Lancashire, though the figures for all other 
Cotton Weaving countries all show important and constant 
increases. 

The continent of Europe contains 70,000 automatics of one 
single make, or four times the number of all types in Lancashire. 
An experiment, wliich may have an important bearing upon the 
introduction of automatic looms, is proceeding at the Higher 
Walton Mill of the Lancashire Cotton Corporation, w'here a 
battery of 40 looms of each of three types of automatic looms and 
a battery of 40 looms with each of three types of automatic 
attachments have been installed, together with a battery of 40 
Lancashire looms, and these 280 looms are to be worked for an 
extended trial under exactly similar conditions. The results of 
the experiment should be of great moment to Lancashire as a 
whole. 

(c) High-speed Wliuling . — Here again the available data is 
most scant}", and what i have been able to obtain by direct 
inquiry is difficult to place in an available form. 

No figures exist for the number of Winding Spindles in 
Lancashire, but by using several different methods and applying 
it to the figures available, it appears that there are at least 21 
million Winding Spindles engaged upon Winding for both Warps 
and Hosiery Yarns. 

Until the introduction of High-speed Winding, the most 
important change was the replacement about 1910 of winding 
overhead instead of from the side of the ring bobbin on the 
upright spindle machine. Since 1910, 250,000-300,000 Spindles 
have been converted, repre.senting 10 per cent, of the estimated 
Spindles in existence, by a leading firm of makers. The intro- 
duction of High-speed Winding since the war was a most important 
innovation, but the progress so far has been slow. I ean only 
find definite information concerning the introduction of 17,000 
Spindles into the United Kingdom, and of these probably one- 
third are outside Lancashire. 

With some reserve I believe that the number of High-speed 
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Winding Spindles in Lancashire Mills is to-day about 10,000- 
12,000, or per cent. 

The number in existence in the whole world is between 120,000 
and 1 80,000 Spindles. 

As an indication of the rate at which High-speed Spindles are 
being introduced into this country, I am able to give the figures 
for the leading makers. 

Of their spindles in plaee, the pereentages installed by years 
are as follows : 



England. 


Tho World. 

1927 

13-8% 

1927-28 . 

18-2% 

1928 

24-9 

1928-29 . 

31-8 

1929 . 

28-9 

1929-30 . 

600 

1930 (9 months) 

32-4 




In the survey of the Mills for which the earlier figures were 
given, less than O^l per cent, of the Winding Spindles were High- 
speed. It is interesting to note that the Mills so far absorbed by 
the Lancashire Cotton Corporation contained 400 High-speed 
Winding Spindles only. 

The number now in possession of the Lancashire Cotton 
Corporation is 3,000, or rather more than 25 per cent, of those 
possessed by all Lancashire. To state that the adoption of High- 
speed Winding Machines by Lancashire would remain at a very 
slow rate because their advantages were nullified to a great extent 
when only piecemeal orders were being produced, is only to state 
a fact which applies equally to other forms of progress and to 
emphasise that only by means of large-scale amalgamation can 
progress be hastened. 

Conclusion 

It would seem that several important morals can bo urged in 
the light of the foregoing facts, but it is no part of my object in 
this survey to do so. 

The data originally available for my purpose was almost nil. 
I have indicated in several places the deficiencies of that which I 
have been able to colleet. 

In spite of this, however, I am convinced that they will be the 
means both of filling a gap in the existent information eoneerning 
our greatest export industry, and of inducing others with more 
time and opportunity than I possess to delve into virgin soil. 

John Ryan 


Lancashire Cotton Corporation, 




THE EFFICIENCY OF AMERICAN MANUFACTURING 

INDUSTRY 

In recent years a flood of statistical material bearing upon 
productivity and efficiency in American industry has been made 
available.^ It appears to have created the impression that the 
undeniable increase in material prosperity in that country, 
revealed by such indices as the steadily mounting income per 
head and real wages, has been largely due to an increase in the 
knowledge, skill, ability and energy of the personnel of industry,^ 
although many other factors, such as the presence of a large 
home market or freedom from industrial disputes, are often 
mentioned as contributing to it.® The more cautious observers,^ 
indeed, have attempted to distinguish between ‘‘ true progress,^’ 
which may be defined as the attainment of greater material 
results with the same effort, and increased productivity which 
arises from superiority of natural resources and conjunctural 
advantages. But the line between these two is vague enough 
to make errors common ; and cause and effect are often 
indistinguishable, as, for example, in determining whether 

* Seo in particular : 

Recent Economic Changes, chapters by L. P. Alford and \V. L. Thorp. 

W. Thomas, Tho Economic Significance of the Increased EfTicioncy of 
American Industry,” American Economic Review Supplement, March 1928. 

W. Thomas, ” Growtli of Productivity,” Proceedings Academy of Political 
Science, 1926-28. 

P. H. Douglas, ” Mass Production and Wages,” ditto, 1926-28. 

P. H. Douglas and C. W. Cobb, “ A Theory of Production,” American Economic 
Review Supplement, March 1928. 

R. G. Tugwell, Industry Comes of Age, 

U.S. Census Monograjd! IX, “ Growth of Manufactures.” 

C. R. Dougherty, ” Installation of Machinery in TJ.S.A. since 1850,” Harvard 
Economic Review, No. 6, p. 277 ot soq. 

Monthly Labor Review, July, Oct., Nov. and Doc. 1926. 

Bureau of Labor Statistics, Report No. 474, “ Productivity in Merchant Blast 
Furnaces.” 

* Soo W. C. Mitchell, Recent Economic Changes, p. 862. 

* Most of those reasons are results rather than causes of the material pros- 
perity. Even the presence of a large market, i.c. a large contiguous and densely 
populated land area, seems to have been over-stressed. Tho area, indeed, is so 
large that tho movement of industries from one part to another, in order to save 
transport charges, is ono of the chief causes of depressed industrial localities ; and 
land transport is much more expensive than carriage by sea. 

* See J. M. Clark, ” Inductive Evidence in Marginal Productivity.” American 
Economic Review, Sept. 1928. 



582 


THE ECONOMIC JOUBNAL 


[dec. 


the increased use of iiiaclnnery has arisen because of large 
[)rofits to be made therefrom or large profits because of 
increased mechanisation. It becomes pertinent to attempt, 
therefore, some further analysis of the form which this alleged 
efficiency has taken, its reactions upon the process of distribution 
of wealth, and its connection with such peculiar elements in 
American industrial life as the doctrine of high wages, the economic 
isolation of the country and the intense utilisation of capital 
equipment. 


I 

Perhaps the most widely quoted indices in those discussions 
arc those which show the aggregate physical output and the 
physical output per person employed. They disclose a very 
remarkable increase of productivity per wage-earner, over manu- 
facturing industry as a wliolc and in the vast majority of industries 
taken separately. Now, by comparing physical production with 
deflated wages and salaries paid in manufacturing industry it is 
possible to deduce what changes have taken place in labour costs 
per unit of output. This is shown in Table I. In its compilation 
the greatest difficulty was that of discovering some satisfactory 
method of adjusting the wage bill for changes in prices. Since 
the purpose is to determine the labour costs, to manufacturing 
industry itself, per unit of manufactured goods, it would seem 
to be inaccurate to deflate by the cost of living index-number. 
\\"hat is wanted is the proportion of the total manufactured 
goods which would pass to the wage-earner if he spread his 
income over nothing but manufactured goods of every description.' 
The most suitable index seemed to be that prepared by Douglas,- 
which shows the price movement of nine main groups of manu- 
factured goods and is based upon the Bureau of Labor’s price 
statistics. Certain other points in Table I ought to be noticed. 
Perhaps 1921 ought to be eliminated from consideration as it 
was a very abnormal year. Column 5 is undoubtedly a more 
reliable representation of labour costs than column 4, since the 
change in the structure and administration of industry since 
1899 has increased the importance of salaries in total cost of 

' The point is of great importance because the wholesale price and the cost of 
living indices have followed widely divergent courses since 1899, the latter having 
taken up a much higher level, in relation to 1899, than the former. This gap 
appears to bo quite unexplainable save by the hypothesis that distribution costs 
have risen considerably. But the question of increasing or decreasing efficiency 
in distribution is outside the scope of this article. 

* See Heal Wagea in the United States, p. 527, 
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production. And it is hardly necessary to point out that to 
compare crude averages and general aggregates over such a long 
period is extremely hazardous. In particular, the unit of pro- 
duction may have changed in kind. It probably represents 
something more complex and of higher quality now than it did 
thirty years ago. 


Table I. 

Growth of American Manufacturing Industry, 


Year. 

Physical 

Production.' 

Manufacturing Industrie.s.* 

(1) 

(2) 

(3) 

(4) 

(5) 


Total 

Deflated 

Wages. 

'I'otal 
Deflated 
Wages 
and Salaries. 

Wages Cost 
per unit 
of Output. 

Wages and 
Salaries Cost 
per unit 
of Output. 

1899 

100 

100 

100 

100 

100 

1904 

122 

124 

127 

102 

104 

1909 

159 

151 

162 

95 

102 

1914 

169 

178 

196 

105 

116 

1919 

214 

213 

228 

100 

107 

1921 

170 

221 

243 

130 

143 

1923 

261 

278 

298 

106 

114 

1925 

275 

278 

3(^2 

101 

no 

1927 

* 279 

300 

327 

107 

117 


Preliminary figures. 


But, taking the figures for what they are worth, the results 
which emerge are arresting. There appears to have been no 
tendency for labour costs to fall between 1899 and 1927. Although 
there is evidence of some reduction in them in the post-war 
period, they appear to be higher in this period than in the pre- 
war. In any case, it seems that the progressive replacement of 
labour by machinery in American manufacturing industry has 
not led to any reduction in the proportion of the product which 
accrues to labour. This result is contrary to the general belief 
of what happens during a period of rapid industrial “ mechan- 
isation.” 

One general drawback to the table above is that it makes 

^ “ Growth of Manufactures,” U.S. Census Bureau Monograph IX, and 
Recent Economic Changes, p. 440. The index is based upon proeluction figures 
covering 50 per rent, of the total number of wage-earners employed in manu- 
facturing as a whole. 

* Census Bureau. The figures cover the whole of manufacturing industry 
and therefore may not bo strictly comparable with the index of production. 

No. ICO.— VOL. XL. QQ 
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no allowance for the cost of raw material, and a direct com- 
parison of labour costs with total costs may be misleading where 
the relation between the materials used and the goods produced 
changes appreciably. But even when wages and the “ value 
added by manufacture ” are compared, the returns to labour hold 
their relative position. For the argument which follows some 
account must be given of the added value ’’ statistics provided 
by the Bureau of the Census. I'hey represent the value of 
products (i.e. the selling price at the factory of all products 
manufactured during the year, which, of course, may differ 
from the value of the products sold) less the cost of materials 
used (i.e. fuel, rent of power and heat, mill supplies and con- 
tainers as well as materials which form a constituent part of the 
product). Values added by manufacture contain, therefore, in 
addition to wages and payments on capital in the form of interest 
or profit, such items in cost as depreciation, rents of offices and 
buildings other than factory or works, insurance, ordinary 
repairs, advertising and other sundry expenses. In Table II the 
wages paid in manufacturing industry arc compared with the 
total “added values.’’ In column I, deductions have been 
made from “ added values ” for depreciation. 


Table II. 

Proportion which Wages and Salaries bear to Net Value, added by 
Manufacture in U,S. Manufacturing Industry.^ 


Year. 

After Deduction for 
Depreciation. 

Before Deduction for 
Depreciation. 

1899 .... 

53 

50 

1904 .... 

54 

51 

1909 .... 

55 

51 

1914 .... 

58 

54 

1919 .... 

57 

54 

1921 .... 

64 

59 

1923 .... 

58 

54 

1925 .... 

56 

52 

1927 .... 

“ 

51 


If the abnormal year 1921 is ignored there appears to bo no 
tendency, either in the corrected or the uncorrccted index, for 
the relation between wages and added value to change, the 
general movement in the post-war years showing a return to 
the position early in the century. 

* P. Douglas, Real Wages in the U,S,, pp. 540-44. 
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An important corollary immediately suggests itself. If wc 
assume that such costs as advertising, rents, insurance, deprecia- 
tion, which are included in added value, have moved parallel 
with added values themselves,^ then, since labour charges have 
remained a constant proportion of added value, the payments 
to property, whether in the form of interest or profits, must 
also have remained roughly a constant proportion of these values ; 
which means that between 1899 and 1927 the cost,^ excluding 
materials, of each unit of output has been split up in a constant 
fashion between labour and capital, using this latter term to 
cover both enterprise and saving. This condition may, of course, 
be looked at from two aspects. Considered from the angle of 
return, it means that the net income from the manufacturing 
activity involved in producing one unit of output has been 
divided all along in the same proportions between those who are 
paid wages and those who save or direct. From the other angle 
it means that, in so far as wages, interest and profits can be 
considered necessary costs, then these costs of labour, on the one 
side, and those of saving and enterprise on the other, have 
retained a constant relation within unit cost. 

Further evidence of the tendency of labour “ costs ’’ to main- 
tain or increase their importance is supplied by the manner in 
which the national income was distributed between labour and 
property, 1914- 27. Of course national income is the product of 
more varied activities than those of manufacturing industry.'* 
It is, nevertheless, suggestive to find that for the whole of 
economic activity the cost of labour — or, to look at it from the 
other angle, the return to labour per unit of output — had not 
decreased. Indeed Table 1 1 1 shows that it had actually increased, 

^ Most of them probably have. Tims in Table II above, allowance for do- 
prociation does not make iimch change in the final result ; and many of the items 
aro probably small in tho aggregate. Advertising, howov'er, has probably 
increased out of step with tho other items. 

* Of course we immediately become involved here in tho insoluble problem of 
determining what is cost and what is return. From the narrow point of view, 
tho payment of interest in debentures is a cost, but not profits to shareholders. 
But in the long run these profits must be forthcoming if tho business is to remain 
alive. And although large entrepreneurial profits are not usually considered costs, 
it may be that ability of tho highest kintl would not be forthcoming unless 
such profits could be made. Here wo shall confine ourselv'es to a distinction, 
which lacks a clear-cut line, between what the worker gets out of manufacturing 
industry and what those who save or those who plan, experiment and risk with 
savings get out of it. 

* M. A. Copeland, Recent Economic Chang es, p. 776, estimates that only about 
one-fifth of national income derives from manufacturing industry. 

QQ2 
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suggesting that, outside manufacturing industry, labour costs 
have been forced up.^ 


Table III. 

Proportions of Labour and Property Income in Total Realised 
Income in the United States, 1913'-26.^ 


Year. 

Share of Employees. 

Share of Rents, Interest, Dividends 
and Profits withdrawn. 

1914 

52 

48 

1921 

67 

43 

1922 

57 

43 

1923 

58 

42 

1924 

58 

42 

1926 

57 

43 

1926 

69 

41 

1927 

69 j 

41 


II 

Having now explained the manner in which each unit of 
production has been divided between labour and capital,** it 
becomes necessary to consider what returns have aetiially accrued 
to each unit of labour and capital in recent years. The former 
can be disposed of summarily. Real wages and ho\irly earnings 
in manufacturing industry both show two very marked char- 
acteristics. Between 1899 and 1914 the position of the wage- 
earner improved little; between 1920 and 1927 there was a very 
rapid increase botli in real wages and earnings per hour.** 

It is more difficult to ascertain the direction of rates of return 
upon the property of industry — i.e, return upon the compound 
effort of saving and utilising the saving. The following line of 
approach, however, appears legitimate. It has been shown that 
the aggregate return on “ capital ** has roughly kept step with 
wages and hence with production. Whether the average rate of 
return on capital has been rising or falling will depend upon 
whether the volume of capital has been increasing more or less 

^ J. M. Clark has uii observation, in another connection, which probably 
explains this. Ho points out that the increase of wages that naturally rests upon 
increased output in industries whore increased supplies of capital aro being 
invested tends to bocomo general even in processes which are not mechanised and 
thus forces up labour costs there. {American Economic Review, September 1928, 
p. 462.) 

* M. A. Copeland, Recent Economic Changes, p. 769. These figures must be 
accepted with reservation, since corporate surplus is not included as part of 
national income. 

® See P. H. Douglas, Real Wages in the United States, pp. 206, 247. 
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quickly than production. Obviously, if aggregate investment has 
increased more rapidly than total physical production, the 
return on each unit of capital must have been falling and vice 
versa. The aim, then, must be to establish the connection 
between physical production and the volume of capital in- 
vested in industry. 

The difficulties involved in measuring changes in the capital 
equipment of manufacturing industry are enormous and are very 
probably insuperable. If values arc taken, the task of allowing 
for price changes immediately intrudes, for what it is necessary 
to measure is the total resources placed at the disposal of industry, 
and this, in any one year, consists of resources contributed at 
different times with different price levels ruling ; and it is patently 
impossible to find any physical unit which would constitute an 
ideal index of capital investment. Primary horse-power estab- 
lished is most often used as a rough index of the increasing 
amount of material equipment in industry,^ and this is given 
in Table IV below. One other investigation has been carried 
out to determine the capital investment in industry. Douglas, 
using the capital statistics based on value which are collected 
by the Census Bureau, and making ingenious allowances for price 
changes, has compiled an index of fixed capital — i.e. manu- 
facturing machinery and buildings — from 1899 to 1922.2 The 
value of the census material is very much open to doubt, but it 
probably shows trends more accurately than aggregates in any 
one year. Moreover, it appears generally to have been collected 
on a cost basis, but Douglas has made no attempt to allow for 
depreciation or obsolescence. This index also is given below. 
When the h.p. index is compared with it there is a rough similarity 

' It need hardly bo pointed out that such figures are, nevertheless, of very 
limited value for the purpose. The Census figures aro for the rated horso-puwer 
of engines, motors and other prime movers. It makes no allowance for h.p. 
installed but never usod. A change in the technique of power production — e.g. 
the replacement of steam engines by steam turbines — will appear to reduce the* 
h.p., whereas the newer system is so much more efficient than the old that a 
lower rated h.p. can do the same work. 

See W. L. Thorp, Recent Economic Changes^ p. 175 ff., for other technical 
points. 

The installation of power may, to some extent, bo independent of the volumo 
of machinery. Thus Census Monograph IX, ** Growth of Manufactures, 1928,” 
p. 29 : “ There has probably been a disposition in some industrial establisluncnts 
to provide power more generously, thus increasing the installation of power for 
a given body of machinery • . • increases in primary h.p. considerably overstate 
the growth of manufactures.” The h.p. figures for census years prior to 1919 
include data for rented power other than electric, whereas the statistics for 192.*! 
do not include such data. 

■ American Economic Review Supplement^ March 1928. 
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between the two from 1899 to 1914, but after that they diverge 
sharply. 


Table IV. 

Growth of American Manufacturing Industry, 1899-1927. 


Year. 

Physical 

Production. 

Total Primary 
h.p. Installecf. 

Production 
per h.p. 

Douglas Index 
i of “ Fixed Capital.** 

1899 

100 

100 

100 

100 

1904 

122 

134 

91 

138 

1909 

159 

185 

86 

198 

1914 

169 

222 

76 

244 

1919 

214 

202 

73 

387 

1921 

170 

— 

— 

431 * 

192,3 

261 

330 

79 


1926 

275 

356 

77 


1927 

279 

1 

— 

— 



♦ 


1922. 


But whichever index be taken it becomes ai)parent that the 
resources sunk permanently into industry have increased more 
rapidly than production, and that, in consequence, the rate of 
return on capital would seem to have been falling steadily since 
1899. 


Ill 

The statistical material in the foregoing sections is beclouded 
with many uncertainties, but, assuming that it is satisfactory, 
the following generalisations appear to be true for the first 
quarter of the twentieth centur.y. 

1. From the point of view of production costs, the average 
labour cost per unit of output in manufacturing industry has 
not fallen to any marked degree. From the point of view of 
distribution this means that labour is obtaining the same share 
of total output as formerly. 

2. Within the unit cost of production the relation between 
average labour and “ capital costs remains the same. From 
the other angle this means that the proportionate returns to 
labour and capital ” have been constant. 

3. The investment of capital has increased more rapidly than 
physical production. This appears to be particularly the case 
since the end of the war. 

From propositions 1 and 2 taken together it follows that the 
returns on capital have remained a constant proportion of total 
production. This conclusion, taken with proposition 3, leads 
to the result that the return on each unit of capital has fallen. 







1930] EFFICIENCY OF AMERICAN MANUFACTURING INDUSTRY 689 


with the reduction perhaps more marked in the post-war than the 
pre-war period. 

At first sight it appears remarkable that during a period of 
increasing material wealth the return upon each unit of capital 
investment should be falling. This situation is perhaps the more 
surprising for the post-war years, when national income per 
head has grown so rapidly. And yet there are certain facts 
concerning the period 1922-28 which support this conclusion. 
The yield on common industrial stocks and bonds have both 
fallen continuously and substantially in these seven years. ^ 
Rates for long-time money also showed an almost continual down- 
ward trend. It is evident that the resources for investment could 
be acquired more cheaply in 1922 than in 1929. It is not easy to 
obtain an estimate of the actual return on invested capital. 
Figures purporting to represent corporation investment are 
notoriously unreliable. Most indices of profits tend to exaggerate 
by failing to take into account losses as well as profits, and this 
factor is of particular moment in a dynamic industrial society 
where experiments are made freely and failures scrapped rapidly. 
Perhaps the most reliable index is that of incomes reported by 
corporations for income tax purposes, since it allows for the 
deficits of corporations reporting no net income. - 


Table V. 

Corporate Income Tax Returns in United States. 


Year. 

Net Income of all Reporting Corporations. 
(Millions of dollars.) 

1920 

5,874 

1921 

468 

1922 

4,770 

1923 

6,308 

1924 

6,363 

1926 

7,621 

1926 

7,504 

1927 

6,757 


In view of the rapid accumulation of capital investment in 
the i)eriod the absence of a consistent upward trend in corporate 
income appears to lend some support to the view that rates of 
return were, at least, not on the increase. The figures of national 

' See Recent Economic Changes, Chapter X. 

• Quoted from Recent Economic Changes, p. 864, wheie several weaknesses of 
the figures are pointed out. Undoubtedly the statistics are affected by tax 
evasion, but the trend will not be affected unless there has been progressive 
evasion. 
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income arranged to reveal the movements of that part of the 
national income which accrues as rent, interest, dividend and 
profits — 2 .e. all payments other than those to employees — ^show 
that money incomes, adjusted to 1925 prices, have moved more 
slowly than horse-power figures. 


Table VI. 

Rent, Interest, Dividends and Profits Withdrawn ^ and h.p, installed 
in Manufacturing Industry in the United States. 


Year. 

Rents, Interest, Dividends and I’rolits. 
(In 1925 dollars.) 

h.p. installed. 

1914 . 

100 

100 

1919 . 

103 

131 

1920 . 

96 

— 

1921 . 

94 

— 

1922 . 

103 

— 

1923 . 

111 

148 

1924 . 

117 

— 

1925 . 

123 

160 

1926 . 

122 

• — 


It is not improbable, therefore, that running a business and 
investing money in a business became less remunerative per unit 
of capital invested during the period when real wages were 
rising. So far as the return to the entrepreneur is concerned, 
the theory that profits tend to a minimum through increasing 
stability in the economic system and the appearance of more 
general competition might well account for the fall here. But 
the reason for the fall off in the return upon saving, the cause 
of the situation in which the investor receives less on his unit 
outlay, is not so obvious. Some light will be thrown upon this, 
for the post-war period, in the next two sections. 

IV 

Following the theory of marginal productivity it would be 
expected that a change in the relation of labour and capital 
employed in production, such as that which has taken place in 
the United States, would, of itself, tend to cause the price of 
labour to rise and that of capital to fall. But, in actual fact, 
the preceding argument has little direct connection with marginal 
costs and efficiency. It deals solely with average costs and 
prices. Moreover, where fundamental technical changes are 
occurring and where modifications in supply and demand curves 
themselves are taking place, a static theory can have no useful 
1 Based on Copeland, Recent Economic Changes, pp. 703 and 769. 
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application. And there seems little doubt that in the past ten 
years the demand and supply schedules for both labour and 
capital have been under the influence of peculiar forces. To 
deal with labour first. 

The influence which the restriction of immigration must have 
exercised upon the price of labour is a matter of general know- 
ledge. But apparently other factors have also been in operation 
to explain the phenomenal post-war increase in real wages. 
Mr. Ford has for many years been arguing that it is sound 
economic policy to pay higher wages than the higgling of the 
labour market would produce, on the grounds that the increased 
income of the wage-earners enlarged and stabilised demand and 
thus made further industrial expansion possible. His views are 
apparently gaining wide currency in scientific, political, trade 
union and business circles. Quite recently Professor W. C. 
Mitchell has given it as his opinion that the recovery of American 
industryfrom the 1921 depression was hastened by the maintenance 
of wage rates. ^ Mr. Hoover, after the Stock Exchange crash in 
the late part of 1929, was successful in extracting from a strong 
committee of industrialists a promise that they would “ not 
initiate any movement for wage reduction,” and that ‘‘ it was 
their strong recommendation that this attitude should be pursued 
by the country as a whole,” as “ the consuming power of the 
country will thereby be maintained.” ^ The American Federation 
of Labor, approaching the question of wages from a different 
angle, reaches approximately the same position by demanding 
that “ wages should rise proportionately with the increased pro- 
ductivity of labour.” And finally, it appears that large groups of 
business men are equally wedded to the doctrine. If these views 
are as widely acted upon as enunciated they are bound to have 
important repercussions upon the price of labour. How far they 
are so acted upon it is impossible to determine ; ® and it is patent 
that merely to maintain wage rates during a depression does not 
maintain the consuming power of the wage-earners during a 
depression. As the widespread unemployment in 1930 showed, 
the business man, even if he does not reduce rates, can and 
does reduce the numbers he employs. So that, if the demand 
for labour is elastic, the policy of maintaining rates might well 
lead to a smaller consuming power in the hands of wage -earners 

^ Recent Economic Changes, p. 885. 

• Quotations from the report issued by the Committee. 

• There appears to have been a strong disinclination among employers to 
reduce wage rates during the depression of late 1929 and 1930. 
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than if the rates were flexible. The history of the 1921 depression 
and recovery suggests that what really happens is that, through 
the maintenance of wage rates, when business begins to expand 
again the increased numbers employed are taken on at the higher 
rates. Consuming power is, therefore, augmented not so much 
in the depression as in the succeeding boom. But it has been 
shown earlier that, in effect, the demand of the American Federa- 
tion of Labor has been met and wages have increased with 
productivity. The development of this new clement in the 
demand for labour will probably have a much greater effect in 
maintaining wage rates than aggregate wages paid. But, however 
wrong he may be in this belief, if the averiage business man 
considers tliat in paying wages he is bii 5 dng tw^o quite distinct 
things — labour and a stable and expanding market — the net 
effect may be to establish a demand curve for labour rather 
above the old. 

In treating of the supply and demand for capital it is logically 
impossible to distinguish cause and effect. The j^rospects of 
increased profits from the use of more machines in production 
undoubtedly would tend to intensify the demand for cajntal. 
But, at the same time, the realisation of these profits would 
provide the means for supplying this capital, so that the apparent 
cause of the important changes in American industry was inten- 
sified by its own effect. From the side of property, however, the 
rapid increase in the volume of savings appears to have created 
an entirely iiew^ situation. Annual national savings, after allow- 
ing for price changes, seem to have been about twice as great in 
1922-27 as in the thirteen jears before the war and in 1925-27 
more than double the pre-war savings.^ This suggests new habits 
of and a new capacity for saving w^hich are not likely to be 
modified so long as income per head is maintained. One important 
element in enlarging and consolidating the practice of saving is 
the tremendous amount of corporate saving which is imposed 
upon the involuntary shareholder. Copeland’s estimate shows 
that, in 1925 in manufacturing industry, more than one-third of 
net income was added to surplus,^ and a sample collected by 
the Federal Trade Commission of corporations, which might be 
assumed to be more than normally prosperous, only distributed 
one-third of their income in cash dividends.® This represents one 
part of national savings which is normally available for industrial 
extension, and within limits can be tapped without any regard 

^ Recent Economic Ctianffee, p. 674. “ Ibid., p. 790. 

' Stock Diridendfi, Federal Trade CommiBsion, p. 11 ot Boq. 
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for the probability of the corporation being able to earn interest 
on it. The relation between the supply of capital and its price 
appears, therefore, to have been radically modified in two direc- 
tions : saving by the individual has become much easier, and the 
individual, because of corporate practice, has much less control 
over the volume of saving effected by him. It seems likely that 
a new supply curve for capital, rather below the old, now repre- 
sents the position in the market for new eapital. 

It is possible that the mechanism for the distribution of 
wealth in the United States has been slipped into a different gear 
in the last ten years. The change is analogous to that which 
would be produced in a society in which economic activity was 
wholly regulated by the state, if a general wage increase were 
ordered and the cost of it met by reducing the rate of interest 
allowed on compulsory individual savings. But if this is the 
case, then attempts to jdot changes in industrial efficiency by 
recourse to objective indices such as labour costs or capital costs 
become meaningless. That can best be explained by example. 
Suppose a given community in which 100 units are produced, 
and 60 accrue to labour and 40 to capital. Suppose, further, 
that there is a sudden change, from whatever reason, so that the 
distribution is now 70 to labour and 30 to capital — output and 
the methods of production remaining the same. Then the only 
available methods of determining manufacturing efficiency would 
record changes in it. The only satisfactory test, however, would 
be, not labour cost or capital cost, but the total income of the 
community. If this latter index be emploj^ed, then any hope of 
estimating changes in the ability of the personnel of industry or 
the efficacy of machine methods is destroyed, since an increase 
in national income might arise from (say) the discovery of more 
convenient natural resources, the influence of which it would be 
impossible to distinguish from those of increased efficiency, 
which could be regarded as progress consciously planned. This 
appears to bo the fundamental obstacle in interpreting the 
American figures. If labour costs have not fallen, is this because 
labour has not become more ‘‘efficient ” or is it because the 
process of distribution has been modified? If the return on 
capital has fallen, is this because savers have become more 
efficient — in the sense that they can save one dollar with less 
effort than previously— or because less productive gain accrues 
from investment than formerly? Is America rich because it is 
rich in materials and sources of power, or is it rich because it has 
made itself rich ? In recent years the entrepreneur in the United 
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States has apparently rendered more difficult the answers to these 
questions by influencing the mechanism of distribution in two 
ways : firstly, by offering a price for labour which he believed 
was a composite price for labour effort and a potential market ; 
secondly, by making a large body of capital savings an automatic 
process independent of prices. 


The nature of the problem which faces us may be put into 
simple concrete terms. Suppose, for example, the technical 
methods and system of organisation of American industry had re- 
mained unchanged between 1920 and 1929. Suppose that, when 
businesses and industries had expanded, they had simply duplicated 
the existing machines and factories. How much poorer materially 
would the United States have been than it actually is ? Yet a 
final answer to this question stubbornly resists all statistical 
inquiry. If, indeed, industry has become more efficient one 
would have expected costs, and with them prices, to fall. The 
use of the price index, however, is complicated by possible varia- 
tions in the volume of circulating medium, and in any case there 
was no appreciable fall in prices in 1922-28.^ Every objective 


Imlicea of Wholesale Prices in United Slates. 
(1920 - 100) 


Monthly Average. 

Raw Materials. 

Semi-manufactured 

Articles. 

Finished 

Products. 

1922 . 

96 

99 

97 

1923 . 

99 

119 

99 

1924 . 

98 

109 

96 

1925 . 

107 

105 

101 

1920 . 

100 

100 

100 

1927 . 

97 

97 

95 

1928 . 

99 

97 

1 97 


test of industrial efficiency apjiears to present theoretical weak- 
nesses ; and many of the apparent conclusions to be drawn from 
the statistical material which has been presented are surprising 
and inconsistent with general opinion and common observation. 
So much so that perhaps the strongest presumption of all is that 
the statistical material available, particularly concerning physical 
production and labour costs, is not reliable when used for com- 

^ The Bureau of Labor indices of wholesale prices show that the prices of 
finished products rose until 1026 and have since declined to about tho 1022 level, 
following, in a rough fashion, the prices of raw materials. 
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parisons over long periods during which industrial technique 
and organisation have changed rapidly. But if generalisations, 
based on statistics, are to be made of the trend of efficiency in 
American manufacturing industry, the following Suggestions 
carry weight : 

1 . American industry can be shown to be increasing in efficiency 
only in a special sense. Labour costs have not fallen. It is true 
that average physical production per wage-earner has risen con- 
siderably. Who would argue, however, that an individual business 
had increased its efficiency by increasing its output per worker with- 
out taking into account the cost of the machinery which had made 
it possible ? Undoubtedly the change which has come over 
American industry has been helped by the swelling of the volume 
of savings. Mechanisation has been pushed to a point which 
would otherwise have been impossible. This would suggest that 
the real efficiency at the back of the American situation is that 
of the individual savers, who now do the same thing for a lower 
price. Yet even the increased efficiency of the savers is, to some 
extent, action enforced by the policy of corporations in accumu- 
lating reserves. Whilst industry has been using more capital 
the rate of return to it has been falling. This must partly be 
due to the use of the capital in less and less remunerative direc- 
tions. But this movement would also be consistent with its 
uneconomic and wasteful use. The possibility of uneconomic 
investment merits more than passing notice. 

It is to be expected in a period of industrial development so 
rapid as that of 1920-30, that a good deal of inefficiency would 
creep in and be tolerated because of the general prosperity. In 
many directions uneconomic developments are to be observed.^ 
The frantic speed at which mergers were formed merely in order 
to make gains from the sale of securities brought into being 
many economic units which were technically and commercially 
ill-conceived.* Many of the biggest concerns, perhaps to the 
greatest extent in the automobile industry, found themselves in 
receipt of so large a net income that, with the habit of saving, 

^ See U'aflfc in Industrij. Committee of the Federated American Engineering 
Societies. 

* For some account of this see an address by W. L. Thorp “Mergers and 
the Concentration of Industry.” It is also worth while remarking a special 
inquiry undertaken by the Dow Jones agency, which shows that the stocks of 
a group of representative mergers formed 1928-29 had declined 60 per cent, 
between their high price of 1929 and August 1930. The reduction for all co^ra- 
tions was only 39 per cent. Apparently the depression of 1930 is already bringing 
liquidation and revealing the technical weaknesses of many mergers formed in 
the boom. 
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they were tempted to branch out into vertical and lateral integra- 
tion, which is of doubtful advantage.^ Prosperity leads to over- 
building, particularly where capital at a low price is plentiful, 
and there seems plenty of evidence of increasing over-capacity 
in many American industries.^ One form of waste, often over- 
looked in a period of rapid expansion, takes the form of excessive 
experimentation, which the general spirit of optimism produces, 
and which leads to nothing. Machinery is scrapped earlier, lines 
of goods which have been advertised in the market discarded more 
promptly than is perhaps economically justified; more small 
businesses start and fail. It may be, therefore, that American 
industry is making an inefficient use of capital ; that the price 
offered for capital is falling partly because the supply has increased 
but partly because the demand has decreased. 

2. The manner in which labour costs have been maintained 
raises the question of the future of American exports. In most 
other industrial countries since 1020, the aim has been to force 
down wage rates in the hojHJ of cutting labour costs. How can 
the United States hope to expoiii, in order to meet the surplus 
capacity which is developing in many industries, if labour costs 
are maintained at their high level ? The answer appears to bo 

^ Seo the writer’s “ Factors in rndustrial Integration,” Quarterly Journal of 
Economics t August 193U. 

* The nieasurerncnt of surplus capacity is ext remely difficult, and such surplus 
obviously varies with such factors as demand price, the price of raw materials and 
wages. But in many industries there is such marked over-capacity that un- 
doubtedly there inu.st have been waste and reckless expansion. Tims in 1927, 
whereas the total installed capacity of saw-mills in the United States was 117 
billion feet per yeai, the largest amount of lumber ever produced was about 
46 billion feet {Some Public and Economic Aspects of the Lwnber Industry, Report 
No. 114, U.S. Dept, of Agriculture, 1917, p. 60). Between 1023 and 1028 the 
wheat-flour milling industry showed an operation of only some 66 per cent, of 
output to capacity (see S urvey of Current Jiusiness). The bituminous coal industry 
has for many years had an output capacity anti a supply of labour at least 25 per 
cent, greater than was necessary to .supply its i>oak demands {Report of U.S, Coal 
Commission, Part I, pp. 202-33). A special report by tho Bureau of Coinmorco 
on tho knitted outwear industry in Philudclphia showed that onc-half the machines 
worked 50 per cent, of full time or less. Between 1 026-28 tho Oray-iron foundries 
appear to have been operated about half time {Survey of Gray Iron Foundries, 
U.S. Dept, of Commerce, Bureau of Foreign and Domestic Commerce, and Trends 
in Foundry Production, Bezanson and Gray). Tho shoo factories in U.S. in 1025 
appeared to havo a normal capacity of about 80 per cent, more than actual out- 
put (see Report by Boston Chamber of Commerce, Shoe Manufacturing Industry 
of Eew England), Even in steel production tho average of tho separate monthly 
figures, as shown by the Survey of Current Business, recording tho percentage 
output to capacity, was, for tho period 1026-1920, only 86 per cent. Tho 
automobile industry is a special case. Up to 1020 it was catering for a 
rapidly increasing market. But that market is bound to become satiated 
finally, and, when the industry is merely engaged in supplying roplacomonts, it 
seems inevitable that over-capacity will appear. 
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that she cannot. The proportion which the value of exports of 
manufactured goods bear to the total production is shown below. 


Table VH. 

Relation between Production and Export of Manufactured Goods 

in 


Year. 

rercentago Exports to Production. 

1890 

O-S-IO") 

1901 

S-6- 9-2 

1909 

7*;3- 7-8 

1914 

9-:i-i()-n 

1910 

i:3*o-ii(i 

1921 

9-8-l(J-:3 

1923 

G-7- 7-0 

192') 

7-0- S-0 

1927 

7-7- 8-0 


The manufacturing industry of the United States was less 
dependent upon exports in the post-war years than at the end 
of the nineteenth century. It may bo argued, of course, that 
the rapid expansion of the liome market meant tliat producers 
found no need to enter into overseas markets. On the other 
liand, the decliiu' in tJie relative position of exports has gone on 
despite the eftorts of the Federal Government, since 1920, to 
develop such trade. It seems that the process by which wealth 
is now distributi'd in the I'nih'd States and tlie maintenance of 
the ]>resent level of wages is vc^ry much dej)endent upon the 
tariff. With the tariff down the comj)etition of other countries 
in wliicli elliciency is souglit by reducing labour costs would 
undoubtedly become severe. And if that lia])pened the whole 
question of restricting the supply c>f labour by immigration 
regulation, which forces up wag«‘s, would come under discussion. 

3. I'liirdly, the basis of American prospiuaty, as it has been 
suggi'stod above, raises the qinTV of how long ju'csent trends can 
continue. Tlie fifteen years before the war was a period in 
which real wages increased very slowK' and labour costs were 
constant. The post-war period lias hcvn one of real wages rising 
much above the pre-war average, with labour costs also above 
pre-war. C^an the United Stales continue at this level of labour 
costs ? The answer seems to depend upon the future of the 
supply and demand for labour and capital. W ill the theory con- 
cerning the economy of high wages survi\'e a serious and prolonged 

' Comvierci' Ytur Book, 1020, Vul. 1. p. 101. 
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depression? Will corporations, in an increasing scale, be able 
to bluff the shareholder and impose unremunerative saving upon 
him ? Will the increasing national income per head bring such 
heightened standards of living that the present scale of saving 
will be reduced? These are questions to which the depression 
which has followed the Stock Exchange crash of 1929 may give 
answers. 

John Jewkes 

The University y 
Manchester. 



MARGINS, EXPENSES AND PROFITS IN RETAIL TRADE 
IN THE UNITED STATES AS STUDIED BY THE 
HARVARD UNIVERSITY BUREAU OF BUSINESS 
RESEARCH 

I 

The article on retail profits in the September 1029 issue of the 
Economic Jocunal by W. R. Dunlop suggested the desirability 
of presenting for comparison a summary of the data gathered by 
the Harvard Bureau of Business Research on margins, expenses 
and profits of several types of retail business in the United States. 
The findings of the Bureau at some points agree with those of 
Mr. Dunlop ; at others the divergencies suggest differences in 
English and American practices as well as possible differences 
in competitive conditions. 

At the outset it may be useful to explain briefly the objects 
of the Bureau and its methods of procedure. The Bureau of 
Business Piosearch was established in 1911 primarily for the 
purpose of obtaining teaching material for use in the Harvard 
Graduate School of Business Administration, founded two years 
earlier. Since the largest hiatus in the needed teaching informa- 
tion appeared to be in the general field of Marketing, the attention 
of the Bureau was directed to this field. After some preliminary 
investigation, the desirability W'as seen of determining reliable 
standards for the cost of doing business in retail and wholesale 
trade to provide a yardstick for the evaluation of management 
policies and methods. Consequently, since its inception the 
Harvard Bureau of lousiness Research luas been concerned prim- 
arily with studies of the margins, expenses and profits of retail 
and wholesale trade. In the initial investigation, directed to the 
ascertcainment of the cost of doing business in retail shoe stores, 
the necessity immediately was discovered of establishing a uniform 
classification of accounts as the basis for collecting figures from 
individual merchants. On the basis of such a uniform classifica- 
tion of accounts the effort w^as made to obtain annual profit and 
loss statements from a representative sample of retail shoe stores. 
After the initial results of the retail shoe store study had proved 
the validity of this general approach, the same methods of pro- 
cedure were applied during subsequent years to the following 

retail and w^holesale trades : 

No. 160. — VOL. XL. 


RH 



600 THE ECONOMIC JOURNAL [DEC. 

lletail Automobile Tire and Accessory, 

Wholesale Automotive Equipment, 

Building Materials, 

Department Stores, 

Retail Drug, 

Wholesale Drug, 

Wholesale Dry Goods, 

Retail Grocery, 

Wholesale Grocery, 

Retail Hardware, 

Retail Jewellery, 

Wholesale Paint and Varnish, 

Wholesale Plumbing and Heating Supply, 
lletail Stationery and Office Outfitting, 

Wholesale Wall-paper. 

In all except the })reliminary years of tliis work, studies have been 
conducted with the active co-operation of trade associations and, 
in a majority of instances, with the financial supj^ort of these 
organisations. For all of these studies bulletins presenting the 
results have been published as soon as the Bureau was confident 
of the reliability of its data. This series of bulletins now numbers 
over 80, presenting conclusions drawn from the analysis of more 
than 17,000 profit and loss statements for retail and wholesale 
businesses. As yet no stxidies have been made of expenses and 
profits of chain stores. 

All the Bureau’s studies have been characterised by certain 
standard methods and policies, as follows : 

(1) All reports are obtained at first hand from business 
firms, either by mail or by direct personal solicitation. 
Anonymous reports are not accepted by the Bureau. 

(2) All data obtained from business firms are regarded and 
handled as strictly confidential. Reports are coded upon 
receipt, names of individual co-operating firms arc never 
revealed, and findings are presented in such a form as to 
prevent the disclosure of the figures of individual firms, even 
anonymously, unless specific permission for publication of 
individual figures has been granted. Under no circumstances 
do members of an industry, students in the Harvard Business 
School, or any other persons outside the immediate organisa- 
tion of the Bureau have access to the data secured from 
individual firms. 

(3) Profit and loss statements are submitted to the Bureau 
on a standard form developed for each trade, with precise 
definitions of the items to be included under each heading. 
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(4) Practically all the data presented in the Bureau’s 
findings are percentages of net sales, that is, gross sales less 
returns of merchandise hy customers and allowances to 
customers. 

(6) Gross margin represents the difference between net 
sales and the cost of merchandise sold. It includes amounts 
received as cash discounts on purchases and has been sub- 
jected to deductions for stock shortages and inventory 
depreciation. 

(6) Salaries of proprietors, partners and executives, 
whether actually drawn or merely imputed, arc included as 
an expense. 

(7) Imputcdrcntals of owned buildings, as well as insurance, 
taxes, repairs and depreciation on real estate, and any other 
expenditures in lieu of rentals, are included in the rent figure. 

(8) Interest on owned capital invested in the liusiness, as 
determined from the net worth, exclusive of real estate, 
shown by the balance sheet, is charged as an expense at the 
rate indicated as the going one for the particular concern. 

(0) The net i^rofit and loss figures consequently represent 
profit in the sense understood by such economists as Walker, 
Ely and the late Professor Allyn A. Young, as well as a 
number of continental economists. 

(10) In addition to the net profit or loss figures, data also 
have been presented in the Bureau’s bulletins in recent years 
for net gain or los.s. This figure includes returns in the form 
of interest as well as sonic incidental ri'venue ; and it is this 
figure which the business man commonly thinks of as “ net 
profit.” The figure for not gain is given both as a percentage 
of net sales and also as a percentage of net worth (including 
real estate owned and used in the business). 

(11) Stock turnover, or rate of stock-turn, as used in these 
studies, does not refer to the net volume of business, but 
rather to the number of times a year which the average stock 
is sold and replaced. Tliis figure is conquitcd ordinarily by 
dividing the cost of merchandise sold by the average inventory 
at cost. 

(12) The so-called common figures presented in the 
Bureau’s findings are not in the last analysis mathtunaticallv 
determined, but represent a combination, tempered by judg- 
ment, of the mode, the median and the average of the two 
middle quartiles as determined from a frequency distribution. 
Such a frequency distribution is shown in Table I, presenting 

the array of net profit or loss figures for 352 department 

RR 2 
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stores with sales less than $1,000,000 reporting for the year 
1025. 

Table I 

Fretjticncy Distribution of Net Profit or Loss Percentages ii52 Depart- 
ment Stores with Sales under $1,000,000 reporting for 1925. 

(Not Salos = 100% .) 
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II 

In Tables II to V, inclusive, are given the Bureau’s common 
figures for recent years for the margins, expenses and profits of 
several retail and wholesale trades. In each instance there is 
indicated the number of firms reporting for the particular year. 
The proportionate size of the sample varies greatly. For instance, 
the 477 department stores and specialty stores reporting to the 
Bureau for 1928 presumably represented in sales volume not far 
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from 20 per cent, of the entire department store and specialty 
store business of the United States for that year. Also, the 151 
automotive equipment wholesalers reporting for 1924 handled 
from 40 per cent, to 50 per cent, of the total wholesale automotive 
equipment business of the country for that year. In the case of 
the retail grocery trade, however, the sales of the 545 firms 
submitting figures for 1924 represented, of course, only a slight 
fraction of retail grocery sales for that year. 

Table II 

Common Figures for Department and SpccAaliy Stores reporting 
to the Bureau for 1928.^ 


(Net Sales = 100%.) 
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Table V 

Common Figures for Wholesale Trades studied by the Bureau. 

(Net Sales = 100":.-) 
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Certain broad conclusions may be drawn from these tables. 
In the first place, net profit, in the sense defined by the Bureau, 
constitutes a relatively small percentage of net sales. This is 
true oven of the retail jewellery trade with its stock-turn rate of 
less than 1 time annually ; in fact the common net profit for retail 
jewellery stores in 1927 was only 1*3 per cent, of sales as compared 
with a common figure of 1*8 per cent, of sales for retail grocery 
stores in 1924, although the typical rate of stock-turn for these 
stores was 10 times annually. For the trades for whieh net gain 
(that is, profit in the sense understood by the man in the street) 
has been determined, the common figures arc not particularly 
high either as a percentage of net sales or as a percentage of 
invested capital, the latter figure in 1928 being 10 per cent, for 
general stationers, 9*7 per cent, for the larger department stores, 
6-4 per cent, for smaller department stores, 8-5 per cent, for 
lumber dealers, and 7-8 per cent, for mason material dealers. 

As may be observed from Table V, not profit in the sense of 
return over and above interest on investment also is relatively 
small in wholesale trades, the common figures ranging from a net 
loss of 0*6 per cent, for plumbing and heating supply wholesalers 
in 1927 to a net profit of 2 per cent, for wall-paper wholesalers in 
the same year. For the retail trades the highest net profit was 
that exhibited for the departmentised s])eeialtv stores with net 
sales over 81,000,000 in 1928. The term “specialty store,** it 
may be explained, is here used in the sense whieh it has acquired 
in the department store and dry goods trade in the United States, 
namely, a store with departmental form of organisation specialis- 
ing in the sale of women’s wearing apparel. For those stores in 
1928 net profit commonly was 3 per cent, of net sales, and total 
net gain was 5«8 per cent, of net sales and 15*5 per cent, of net 
worth. The poorest profit showing for any retail trade was that 
made by department stores with sales less than 81,000,000 in the 
same year. These stores, as shown in Table 11, commonly had a 
net loss of 0*2 per cent, of net sales and a total net gain of 2*7 per 
cent, of net sales and G’4 per cent, of net worth. This set of 
figures, however, is for the year 1928 : conceivably if 1928 figures 
w'ere available for some of the other retail trades such as retail 
shoe stores and retail grocery .stores, the 1928 rcvsults might not 
compare favourably with those for earlier years, particularly 
because of the growth of chain store competition in these fields. 

Among the wholesale trades, as indicated in Table V, the best 
profit showing was that made by the wall-paper wholesalers in 
1927, and the poorest showing was that of the plumbing and 
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heating jsupply wholesalers in the same year. Again, if later 
figures were available for grocery and dry goods wholesalers, 
ditTerent results might bo shown. In the case of wall-paper 
wholesalers, the higher profit may be accounted for partly by the 
fact that this trade represents to a certain extent a combination 
of wholesale and retail functions. 

A comparison of the data for retail and wholesale trades 
indicates that expense ratios for wholesale trades generally are 
lower than those for the corresponding retail trades ; for instance, 
18 per cent, of sales for retail grocery stores as compared with 
lO'C per cent, for wholesale grocery firms, 29*8 per cent, for the 
smaller department stores as compared with 16'6 per cent, for the 
wholesale dry goods trade. Among the wholesale trades for which 
figures are shown in Table V, expense ratios arc noticeably higher 
for wliolcsalers of automotive equipment, paint and varnish, 
plumbing and heating supplies, and wall-paper than for whole- 
salers of groceries, dry goods and drugs. The reason for this 
divergence lies in the fact that those two groups of wholesalers 
perform somewhat diirerent functions. Gro(*ory, dry goods and 
drug wholesalers carry stocks of goods and sell at wholesale to 
retailers, who also carry stocks of merchandise and resell to final 
consumers. In the case of automotive equipment wholesalers 
and ])aint and varnish wholesalers, while ])art of their tri'idc is with 
retail dealers carrying stocks of goods, a very considerable volume 
of their business is done through intermediaries of the artisan 
type, such as automobile n^pair shops and painters, who buy goods 
in relatively small quantities as needed for immediate use on 
particular jobs. This situation is also true of the wholesale plumb- 
ing and heating supply businesses, with the ad<led condition that 
these firms habitually sell some merchandise in carload lots by 
means of direct shipments from manufacturers to largo industrial 
users. In the case of wall-paper wholesalers the combination of 
wholesale and retail functions is illustrated most clearly, since 
these firms find it necessary to maintain elaborate showrooms 
where final consumers may inspect the merchandise before plac- 
ing their orders with x)aper-liangers or interior decorators. 

nr 

The figures in these tables arc also of interest for the light which 
they throw on the spread between the manufacturer’s price and 
the price finally paid by the consumer. In the case of groceries, 
for instance, these data indicate that out of the consumer’s dollar 
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spent at retail over the counter the retail grocer takes 19*8 cents, 
18 cents of which goes to pay his costs of operation, including his 
own salary and a reasonable return on his investment. There is 
thus left 80*2 cents which the retail grocer pays presumably to the 
wholesale grocer for these goods. This sum of 80-2 cents is, of 
course, the 100 per cent, on which the wholesaler’s expenses and 
profits are calculated. Of this sum the wholesale grocer, as the 
figures in Table V indicate, takes out 11-3 per cent., or 9*1 cents, of 
which 10*6 per cent., or 8*5 cents, is required to meet his costs of 
operation, including remuneration for his managerial services and a 
fair return on his investement. Thus there is left approximately 
71 •! cents which the manufacturer receives for the dollar’s worth 
of merchandise i^urchased by the consumer. 

At this juncture it may be permissible to go outside the scope 
of this paper briefly for the purpose of introducing some frag- 
mentary evidence as to what Y)art of this sum is required to meet 
the manufacturer’s marketing costs. Table VI presents tentative 
common figures for the marketing expenses of grocery manu- 
facturers rei)orting to the Harvard Bureau of Business Research 
for 1927. The number of firms reporting in this study was com- 
paratively small, and the variation in types of product and methods 
of selling was extreme. Additional data, in fact, for a larger 
group of grocery manufacturers reporting for the year 1928 ^ 
indicated that the attempt to establish common figures for 1927 
had been premature. The figures in Table VI, therefore, are not 
entitled to the same weight as the data for wholesale and retail 
trades in the tables i^reviously 2 )resonted. They do, nevertheless, 
indicate that for certain tyj^es of merchandise commonly handled 
by wholesale and retail grocers, manufacturers and packers may 
incur marketing expenses amounting to a fairly substantial 
f)ercentago of sales. One of the middle figures shown in Table VI 
is that of 17*5 i^er cent, of sales for the marketing expense of 
packers of cofTee, tea, chocolate, extracts and spices. To sketch 
a rather crude and hazy picture of distribution costs, overlooking 
all the elements of joint cost involved, suppose that this 17*5 per 
cent, is applied to the figure of 7M cents, arrived at previously 
as the sum received by the manufacturer from the wholesaler; 
this gives an additional marketing cost of 12-44 cents, leaving the 
manufacturer’s cost of production, including overhead and profit, 
at 58*66 cents for goods costing the consumer $1. Disregarding 
the fact that these figures do not all apply to the same year, we 

^ See Bulletin No. 79, Marketing Expenses of Grocery Manufacturers for 
1027 and 1928. 



Marketing Expenses of Grocery Manufacturers reporting to the Bureau for 1927. 
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thus arrive at an approximate estimate of about 42 cents as the 
distribution cost through certain marketing channels of goods for 
which the consumer ultimately paid $1. Of this rough figure of 
42 cents it is to be noted that less than 2*5 cents constituted a pure 
profit to the distributors over and above compensation for 
managerial services and return on investment. 

IV 

To return to the consideration of retail margins, expenses and 
profits, Tables VII, VIII, and IX indicate trends in recent years 
in department stores and jewellery stores, the two retail trades in 
which the Harvard Bureau of Business Research has carried on its 
studies over the longest periods of time. While these figures were 
not for a completely identical group of firms reportmg for the 
entire period, from year to year the proportion of repeat reports 
was substantially high. 

Table VII, for department stores with sales over $1,000,000, 
and Table VIII, for department stores with sales under $1,000,000, 
indicate that over the period from 1922 to 1928 there was a 
tendency for the gross margin to increase slightly in ratio to sales 
and that at the same time there was a tendency for the rate of 
total expense, as well as for the rates of practically all the con- 
stituent items of expense, to increase more rapidly than did the 
gross margin. As a re.sult, the rate of net profit (in the sense of 
return over and above interest on investment) for each group of 
department stores tended to decline after 1923. This tendency 
is rather startling in view' of the noteworthy prosperity enjoyed 
by business in the United States over the period from 1923 
through 1928, with the exception of the brief recession in 1924. 
By no means are all the causes for this conditon of declining 
profits in the dei)artment store field as yet apparent, but there 
can be little doubt that department stores over this period were 
adversely affected by the competition of specialty stores in certain 
types of merchandise and by the competition of chain stores in 
certain other types. 

As indicated in Table IX, retail jew'ellery stores had their rates 
of gross margin adversely affected by the business depression in 
1921, but after 1923 were able to bring this ratio back to the point 
where it had been for 1919 and 1920. In their total expense 
ratios there was an astonishing jump from a common figure of 
32*7 per cent, in the prosperous year 1920 to a common figure of 
43*6 per cent, in the depression year 1921. These figures show 
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Table VII 

Operating Results of Department Stores with Sales over $1,000,000 : 

1922-1928.^ 


(Net Sales == 100%.) 



1922. 

1023. 

1924. 

1925. 

1926. 

1927. 

1928. 

Number of Finns . 
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320% 
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6-3 

6*5 
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5-9 
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28-6% 

28-4% 

30-1% 

29-!)% 

30-3% 

31-4% 

31-7% 

Net Profit . 

3-4% 

3-0% 

20% 

2-3% 

2-3% 

1-7% 

1-5% 

Net Gain : 

Percentage of 





Net Sales 

_ .2 

2 

2 



s 

4-4% 

4-5% 

Percentage of 






Net Worth . 

2 

2 


3 

8 


9-7% 


^ Harvard University, Bureau of Business Research, Bulletins Nos. 37, 44, 
53, 57, 63, 74 and 78. 

* Common figure not determined. 


Table VIII 

Operating Results of Department Stores with Sales under $1 ,000,000 : 

1922-192S.1 


(Net Sales = 100%.) 



1922. 

1923. 

1924. 

1925. 

1926. 

1927. 

1928. 

Number of Finns . 

340 

403 

399 

398 

284 

328 

251 

Gross Margin . 

27*8% 

28-2% 

28-5% 

28*6% 

28-9% 

29-7% 

29*6% 

Salaries and Wages. 

14-0% 

14-2% 

15-30/^ 

15-2% 

16-6% 

16-9% 

16-1% 

Rent 

2-3 

2-3 

2'3 

2-5 

2-7 

2-8 

30 

Advertising . 

21 

20 

2*2 

22 

2-3 

2-3 

2-4 

Interest 

2-6 

2-5 , 

20 

2*5 

2-6 

2-7 

2-7 

Other Expense 

6-2 

6-3 

6*8 

5'7 

5-6 

6-8 

5*6 

Total Expense 

27-1% 


28-2% 

28- 1% 

28-7% 

29-6% 

29-8% 

Net Profit or Loss 

0-7% 

1-9% 


00% 

0-2% 

0-2% 

Losr 

0-2% 

Net Gain : 

Percentage of 



I 





Net Sales 

2 

t 

3 

8 

8 

3-3% 

2-7% 

Percentage of 
Net Worth . 







8 

8 

8 

8 

8 

7-2% 

6-4% 


^ Harvard University, Bureau of Business Research, Bulletins Nos. 37, 44, 
53, 67, 63, 74 and 78. 

^ Common figure not determined. 
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clearly what happens to the expense ratio of a retail business 
during a period when sales volume is adversely affected by price 
declines. Following 1921 the retail jewellery trade gradually 
brought its expense ratio down to a common figure of 36*4 per 
cent, in 1923; but thereafter, in common apparently with the 
department store trade, the retail jewellery business experienced 

Table IX 

Operating Results of Retail Jewellery Stores: 1919 - 1927 . ^ 


(Net Sales = 100%.) 



1919.2 

1920. 

1921. 

1922. 1 

1923. 

1924. 

1925. 

1926. 

1927. 

Number of 










Firms . 

100 

182 

190 

171 

290 

254 

172 

211 

230 

Gross Margin 

40-1% 

39- 1% 

36-9% 

38-6% 

38-3% 

39-5% 

39-6% 

40-9% 

40-9% 

Salaries and 










Wages . 

8-5% 

9-S% 

12-8% 

173% 

17-1% 

17-7% 

17-4% 

17-1% 

17-8% 

Rent 

i 4-0 

3-9 

6-4 

4-8 

4-5 

4*8 

4*8 

4-9 

60 

Advertising . 

20 

2-0 

2-5 

31 

2-8 

31 

3-4 

3-5 

3*4 

Interest 

Other Ex- 

4-6 

51 

70 

5-9 

4-6 

1 4*9 

4*6 

4-5 

5-5 

penso 

13-2 

11-9 

158 

; 8-9 

7-4 

7-8 

7-3 

7-8 

7-9 

Total Ex- 










pense 

32-3% 

32’7% 

43-50/^ 

40-0% 

1 

36-4% 

38-3% 

37-5% 

37-8% 

39-6% 

Net Profit 










or Loss . 

7-6% 

6-4% 

Loss 

Loss 

1-9% 

1.00/ 

* - /o 

2-1% 

3-1% 

1-3% 


6 - 6 % 

1-4% 


Net Gain ; 










Percent- 










age of 

Total Re- 










ceipts . 
Percent- 

3 

3 

3 

3 

3 

i » 

3 

3 

6-6% 

age of 

Not 

Worth . 

3 

3 

3 

3 

3 

3 

3 

3 

8-4% 


^ Harvard University, Bureau of Business Kcsecireh, Bulletins Nos. 23, 27, 
32, 38, 47, 54, 68, 65 and 76. 

• Bceause of tlie statistical methods used in 1010, the figures for tliat year 


do not tie. 

^ Common figures not detennined. 


a gradual rise in the cost of doing business. The net profit figures 
shown in Table IX also indicate clcarl}'^ the somewhat inflated 
profits of 1919 and 1920, followed by the sharp losses in 1921, and 
the gradual recovery in subsequent years to something approach- 
ing equilibrium. The effects of the cyclical movement of general 
business conditions no doubt were accentuated by the luxury 
character of the retail jewellery trade. 
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Perhaps the most significant question raised by the data in 
these tables relates to the rising tendency of the total expense 
ratio. Although the evidence presented is fragmentary at best, 
it is corroborated not only by data which the Bureau has obtained 
for other retail trades at intervals from 1914 to 1929, but also by 
the general experience of numerous business firms over the same 
period. Nor does it appear that to any extent these higher costs 
of distribution represent merely a shifting of functions from one 
sector of the marketing sphere to another, as, for instance, a rise 
in the retail cost of doing business being offset by a decrease in 
manufacturers’ selling expense. Rather, the costs of distribution 
appear to have increased all along the line, at least in the sense that 
they require an increasing percentage of the consumer’s dollar. 


As regards the significance of this apparent rise in the cost 
of distribution, perhaps a digression may be permitted at this 
point to indicate that there are two schools of thought. The 
common attitude has been to deplore the increased costs of 
distribution and to attribute them to competitive waste, ineffi- 
ciency, lack of foresight and general ignorance of marketing 
principles. The other point of view, which has gained some 
adherents in recent years, is that rising costs of distribution are 
an inevitable concomitant of the development of a machine 
civilisation. The cobbler making shoes by hand in his tiny shop 
150 years ago had practically no recognisable marketing costs; 
but the great shoe factory of to-day finds that each increase in 
output, though it may reduce the cost of production, necessitates 
either the development of wider markets or the more intensive 
cultivation of existing markets, in either case with a resulting 
increase in marketing costs. Under these conditions, every 
saving in the cost of production from the development of new 
machines or new methods apparently is in a fair way to be offset, 
in part at least, by the increased cost of marketing. This school 
of thought also points out that the rising standards of living, the 
increasing requirements of consumers for all kinds of “ services,” 
and the varied phenomena of fashion change, all of which indubit- 
ably play their part in increasing distribution costs, are inextric- 
ably interwoven with the fabric of our machine civilisation. 

The major difference between these two schools of thought is 
that the first regards increasing distribution costs as a hydra- 
headed monster, to be attacked and subdued at every point by 
every possible method; whereas the second would recognise a 
law of rising distribution costs, to be intelligently understood and 
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guided. Without indicating a preference for either point of view 
it may be fair to say that there has as yet been little opportunity 
for conclusively testing the notion that increasing costs of distri' 
bution are an inherent part of the industrial progress of Western 
civilisation. Distribution is still largely a matter of man power, 
whereas advances in productive efficiency have been achieved 
largely through the application of machine power. For the 
present, therefore, distributive enterprises tend to absorb the 
services of a larger and larger proportion of the total number of 
persons gainfully employed, simply because the worker’s energy 
in this field is not multiplied by the power of the machine as it is 
in the field of production. So long as the scientific development 
of marketing processes thus lags behind the technique of the 
factory, marketing costs will increase relative to production costs. 
Imagination at the moment is not adequate to the task of visualis- 
ing how machinery and machine methods might generally be 
applied to the task of distribution; conceivably the sales pro- 
motion efforts of the future will take to the air by radio and 
television. But if the machine approach to the problem of 
distribution should in the future prove in any respects feasible, 
we shall be in for some startling changes ; and there will be an 
opiDortunity for a real test of the theory that distribution costs 
inevitably require a larger and larger portion of the consumer’s 
dollar. 


V 

There is a widespread belief that large retail establishments 
are able to effect notable economies in operating costs as com- 
pared with small retailers. To test the validity of this assumption, 
it has been the practice of the Harvard Bureau in most of its 
studies in recent years to group the reporting firms according to 
their volume of sales and to determine for each of these groups 
common figures for gross margin, total expense and net profit. 
In Tabic X are show’ii typical figures resulting from several such 
groupings for various retail trades in recent years. Although the 
results arc shown for only one year for each trade, it may be stated 
that the tendencies exhibited by these figures arc confirmed by 
similar groupings which the Bureau has made for other years in 
the same trades. 

The department stores reporting for 1928 are ranged in groups 
with sales volume running from less than .$250,000 to over 
810,000,000 annually. This grouping brings out clearly the 
tendency for gross margin to be higher for the firms with larger 
No. 160. — VOL. XL. 
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See Harvard University, Bureau of Business Research, Bulletins Jfos. 78, 81, 80, 76, 52 and 43. 
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sales volume. At the same time, the total expense ratio tended 
to bo somewhat irregularly higher for the larger firms. In any 
event, there is here no evidence of marked economies on the part 
of the concerns with relatively large sales volume. The largest 
stores, however, were the ones achieving the best profit-showings, 
by reason of their higher gross margins, the common net gain of 
the department stores with sales of $10,000,000 or over in 1928 
being 12*1 per cent, of net worth against a corresponding figure 
of 5 per cent, of net worth for those with sales less than §250,000. 

Among the retail shoe stores reporting for 1923 both the gross 
margin and the total expense ratios were distinctly higher for the 
larger concerns, and again it was these concerns which on the 
whole made the best profits. Retail jewellery stores reporting 
for 1927 showed relatively little variation in gross margin when 
grouped according to volume of sales. This tendency towards 
some uniformity in percentage of gross margin presumably may 
be attributed in part to efforts at resale price maintenance in this 
field and in part to customs in the trade, which apparently favour 
more or less uniform mark-ups. At the same time, variations in 
the total expense ratio for jewellery stores grouped according to 
sales volume were comparatively slight. Consequently it appears 
to be more or less accidental that the concerns with sales over 
.§500,000 were those which had the best profits. 

The grouping of retail grocery stores rc])orting for 1924 
according to amounts of annual sales volume reflected substantially 
no variation in gros.s margin, presumably for some of the same 
reasons as in the case of the jewellery trade. It is perhaps signi- 
ficant, however, that the common figure for total expease was 
highest for the stores with sales less than §30,000 a year and that 
the next to the lowest common figure for total expense appeared 
for the concerns with sales over §250,000. Even so, however, 
the variation was comparatively small ; and again it is probably 
accidental that the best profit-showing was made by the firms with 
sales between §150,000 and $249,000. 

The differences both in gross margin and in total expense 
among the general stationers when grouped according to volume 
of sales for 1928 were mostly negligible. Among the lumber 
dealers reporting for 1928, both gross margin and total expense 
were highest for the concerns with sales less than $100,000 and 
lowest for the concerns with sales over $400,000. The differencos 
in total expense ratios were greater than the differences in gross 
margins, however ; consequently, the firms with the largest sales 
volume w^cre those which made the best profit-showing. Here it 
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seems probable that some weight should be attached to the fact 
that lumber dealers are not retailers in the same sense as retail 
grocers or retail shoe merchants. Rather, their business is, to a 
very considerable extent, industrial in character, in that they 
frequently sell in the first instance to contractors or artisans 
rather than to final consumers. The lower total expense ratios 
for the larger firms in this field are possibly therefore comparable 
in some respects to the lower expense ratios which the Bureau 
frequently has found to obtain for larger concerns in the field of 
wholesale business. But, whatever the reasons, the retail lumber 
trade affords practically the only instance in the Bureau's experi- 
ence where any substantially lower costs of doing business a})poar 
to be enjoyed by the larger concerns. 

By and large, therefore, on the basis of the evidence shown in 
Table X, which is fairly typical of the Bureau’s findings for other 
years in the same trades, there is little justification for the idea that 
large-scale retail firms ordinarily operate with distinctly low'cr 
costs than firms with small sales volume. Nevertheless, it is the 
larger rather than the smaller firms which for the most part 
achieve the best profits. 


VI 

Closely related to the comparative results of large and small 
retail concerns is the question of the influence exerted on operat- 
ing ratios by an increasu or decrease in sales volume in any one 
year. In Table XI are given some typical figures resulting from 
the grouping of large and small department stores, retail lumber 
dealers, general stationers and retail jewellery stores according to 
the percentage of increase or (lecrease in sales over the preceding 
year’s sales. Again, the trends shown are substantially similar 
to those which the Bureau has determined for corresponding 
groupings in these same trades for other years. The rate of gross 
margin in general shows little variation in relation to increase or 
decrease in sales volume except in the case of retail lumber dealers, 
where the gross margin was noticeably lower for firms achieving 
an increase of 5 per cent, or more over the previous year. This 
result suggests that competitive conditions in the retail lumber 
trade were such in that year that sales increases had to be achieved 
primarily by price reductions. With respect to total expense, 
in every instance this was low’er for the firms obtaining an increase 
in sales volume, and in all cases these w ere the firms w’hich made 
the best profits. 

These findings are distinctly in accordance with common-sense 
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expectations; but they immediately raise a question of con- 
sistency with the results of the tabulations shown in Table X. If 
concerns achieving sales increases over the preceding year 
ordinarily enjoy lower expense ratios, why do not the larger 
concerns in general have lower expense ratios than the smaller 
concerns ? The answer to this question is by no means clear. A 
plausible surmise, however, is as follows : — In any one year a 
majority of the concerns obtaining an increase in sales volume do 
not find it necessary to expand their plant facilities or their 
organisations ; consequently, in that year those firms enjoy lower 
expense ratios. If sales continue to increase, however, these 
firms eventually find it necessary to expand their plant facilities 
and organisations in order to take care of the additional volume 
of business. In the years when sucli expansion takes place the 
expense ratio leaps ahead. Particularly is this true if in such a 
year sales volume fails to live up to optimistic estimates of increase. 
In this way expense ratios, a.s firms grow larger, periodically 
establish themselves on slightly higher levels, with the result that 
in general the larger firms do not enjoy economies in comparison 
with the smaller establishments. In any one year, however, the 
number of firms which achieve sales increases without the necessity 
for expanding their facilities is considerably greater than those 
that find themselves faced with the apparent necessity of expan- 
sion ; consequently, the results of the former group overshadow 
those of the latter group. 


VII 

Another index which the Bureau has found distinctly useful 
is that afforded by the rate of stock-turn. As previously 
explained, the rate of stock-turn represents the number of times 
annually which the average stock is sold and replaced, and is 
determined ordinarily by dividing the cost of merchandise sold 
by the average inventory at cost. In Table XII are shown some 
typical figures for retail firms grouped according to their rates 
of stock-turn. In the case of department stores, shoe stores and 
grocery stores the rates of gross margin exhibit little or no varia- 
tion for firms grouped according to their rates of stock-turn. For 
general stationers, retail jewellers and retail lumber dealers gross 
margin was somewhat lower for the firms with the most rapid rates 
of stock-tuni. 

The relationship of stock-turn to the total expense ratio, 
however, is quite clear. In all instances the groups of concerns 
turning their stock with the greatest rapidity enjoyed the lowest 
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expense ratios. Jn the case of retail jewellers and general 
stationers the differences in the cost of doing business between the 
high stock-turn and the low stock-turn firms were quite marked ; 
in department stores and grocery stores it was not so great. In 
each trade, however, the most favourable profits clearly were 
obtained by the firms achieving the highest stock-turn rates. 

In general, these data, which arc typical of those which the 
Bureau has in its files for other years and other trades, indicate 
strongly that rapidity of stock-turn is a more reliable index of 
operating efficiency than is volume of sales. The rate of stock- 
turn, it must be observed, is not entirely unrelated to the volume 
of sales. Where a varied assortment of merchandise with respect 
to size, style, colour, price and so on is necessary to permit suitable 
selection by consumers, the concerns with large sales volume find 
it possible to achieve greater rapidity of stock-turn than can be 
obtained by small-scale retail establishments. But this is only 
part of the picture. For the most part, differences in the rate of 
stock-turn between firms in the same line of business reflect 
differences in managerial capacity. A relatively rapid stock-turn 
rate is primarily an indication of good merchandising and careful 
adjustment of purchase and stocks to planned sales. The 
necessary abilities and mechanisms to achieve such results, of 
course, arc more commonly found in the larger retail establish- 
ments; but the rate of stock-turn is nevertheless an excellent 
index of the effectiveness with which any retail business is 
managed. 


VIII 

In Table XIII are shown operating ratios for large and small 
department stores, retail jewellery stores, retail grocery stores, 
retail lumber dealers, and general stationers grouped according 
to the population of the cities in which they were located. It is 
not possible from this comparison to draw any clear-cut conclu- 
sions as to the influence exerted on operating ratios by the factor of 
size ot city, inasmuch as the larger concerns ordinarily are situated 
in the larger centres of population. As shown by the data in this 
table, variations in gross margin, total expense and net profit 
for department stores, jewellery stores and grocery stores grouped 
according to size of city were, for the most part, comparatively 
small and irregular in character. In comparing these figures with 
those in Table X for concerns grouped according to volume of 
sales, no grounds are found for concluding that size of city, 
unrelated to volume of sales, is an important factor. In the case 



Table XII 

Operating Results of Retail Businesses according to Rate of Stock-turn. 

(Net Sales = 100%.) 
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Table XIII 

Operating Results of Retail Businesses according to Size of City. 

(Net Sales = 100%.) 
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Common figure not determined. 
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of retail lumber dealers and general stationers, however, there is 
some basis for believing that size of city may bo a matter of some 
consequence. In both these triidcs the ratios for gross margin 
as well as for total expense were higher for the concerns in the 
larger centres of population, and this tendency is for the most 
part contrary to the a})paroiit effect of relative sales volume 
indicated in Table X. Here cognisance should bo taken of the 
fact that the retail lumber trade and the stationery trade (at least 
in the larger cities) both tend to bo industrial in character ; that 
is, their dealing is largely with other ]>usine.ss firms rather than 
with private individuals. Both of them employ “ outside ” 
salesmen to solicit patronage. Exactly why businesses of this 
typo should i incur higher operating expense ratios in larger cities 
and consequently require higher gross margins is not clear. It is 
possibly significant that substantially the same situation was 
found to obtain for wholesale grocery lirms in 1923 classified 
according tdsizc of city, as shown in Table XIV. Definito con- 
clusions, however, with respect to the significance of the population 
factor must await further study. 

Table XIV 

Operating Results of Wholesale Grocery Firms in 1923 according 

to Size of City^ 

(Net Sales -= 100%.) 


Population. 

Loss than 
60,000. 

50,000- 

00,000. 

100,000- 

300,000. 

400,000 
or over. 

Number of Eiims . 

323 

71 

67 

38 

Gross Margin .... 

1M% 

11-6% 

11-3% 

13•3o^ 

Total Salaries and Wages 

r.-6% 

6-0% 

6-0% 

7-3% 

Rent ..... 

0-6 1 

0-8 

00 

0-6 

Advertising .... 
Interest .... 

1-5 

1-5 

1-4 

1-2 

Other Expense 

2-7 


30 

3*7 

Total Expense 

10-2% 

no% 

110% 

12-8% 

Net Profit 

00% 

0-5% 

0-3% 

0-6% 


^ Harvard University, Bureau of Busiiicss Research, Bulletin No. 40. 

1 


IX 

Tables X to XIII, inclusive, have presented figures for retail 
concerns grouped according to the several sets of internal and 
external conditions, such as relative sales volume, sales increase 
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or decrease, rate of .stock-turn and size of city, which might be 
expected possibly to influence their operating ratios. In Table 
XV a different ajiproach is taken, and figures are presented for 
firms grouped according to their final profit and loss showing, in 
the sense of return over and above interest on investment. In this 
table large and small department stores, retail jewellery stores, 
retail lumber dealers and general stationers are ranged in groups 
from those showing the largest losses to those obtaining the highest 
profits. The results of this comparison are striking. In each of 
these trades the firms enjoying the most favourable profits are 
those with the lowest ratios for total operating expense. It is 
truc^ that for the dej;artment stores with sales over $1,000,000 and 
for the retail jewellery stores, part of the more favourable results 
for tlie firms enjoying the best profits is attributable to higher 
gross margins ; but even in these cases a considerably larger part 
of their profit- showing is attributable to this lower cost of doing 
business. For retail jewellery stores in 1927, for instance, total 
expense varied from 49 per cent, of net sales for firms with losses 
of 5 per cent, or over to 32-8 per cent, of net sales for firms with 
profits of 5 per cent, or more, w'hcreas gross margin for these two 
groups varied only from 38*5 per cent, to 43*9 per cent. 

These results are corroborated by similar comparisons which 
the Bureau has made for these trades and others in several diCerent 
years ; and the fact that the retail concerns making the best profits 
are uniformly tliosc with the lowest operating expenses is by all 
odds the best atti'sted and most significant finding which has 
come out of the Bureau’s studies of retail business. 


X 

Finally, brief conclusions on some of the principal matters 
discussed in this paper may be offered as follows : 

(1) In retail trade in the United States the average or 
typical profits, beyond compensation for managerial services 
and interest on investment, are com])arativcly small. From 
the experience of the Harvard Bureau of Business Research, 
however, it does not appear likely that, by and large, net 
profit in the narrow sense is non-existent in retail trade. 
This conclusion is reached after making some allowance for 
the fact that the firms reporting to the Bureau may be 
managed rather more effectively than the average run of 
concerns. 

(2) Since the condition of relatively small net profits 
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Total Expense 49*0% 41*7% 38*4% 32*8% 

Xet Profit or Loss . . Lo8sl0*5% Loss 2*6% 2*5% 11*1% 

^ See Harvard University, Bureau of Business Research, Bulletins Nos. 78, 81, 80 and 76. 
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apparently obtains also in wholesale trade, it follows that the 
spread between the prices received by manufacturers and 
producers and those paid by consumers consists very largely 
of costs of doing business rather than of profits. There is 
some evidence that this spread is increasing because of rising 
costs of doing business, but whether merely as a result of waste, 
neglect and inefficiency, or whether in response to definitive 
tendencies inherent in our modem industrial development, 
is not clear. 

(3) For the most part, retail concerns with large sales 
volume do not enjoy lower operating costs than those with 
small sales volume. In general, however, larger firms obtain 
better profits. 

(4) Eetail enterprises with relatively rapid rates of stock - 
turn almost invariably have lower operating expenses and 
obtain more favourable profits than those with slower rates 
of stock-turn. Rate of stock-turn in itself, however, is 
probably not the primary cause of these variations, but rather 
should bo regarded as one of the principal indices of the 
general efficiency with which the business is conducted. 

(5) A low expense ratio contributes more to the profit of 
retail business than docs a high rate of gross margin. The 
cost of doing business lies more largely within the control of 
the individual management than does the rate of gross 
margin, inasmuch as the individal business both buys and sells 
in competitive markets. It may be stated, therefore, that 
profits are more closely related to the controllable factors in 
a retail business than to the uncontrollable factors. Whether 
or not there is any basic level of pure profit in retail business 
which society must pay in order to obtain entrepreneurial 
and managerial services, and which therefore plays a part in 
the determination of prices, it seems clear that significant 
variations in profit or loss are governed principally by differ- 
ences in the quality of management rather than by fortuitous 
circumstances. 

Malcolm P. McNair. 

Graduate School of Business AdrmtiistraHon, 

Harvard University, 



INHERITANCE 
A Sample Inquiry^ 

The procedure at first adopted by the Special Committee 
on Inheritance to obtain a genuine statistical “ sample ’’ of 
fortunes and their history was the preparation of a standard form 
of details to be completed by executors, and by others with first- 
hand knowledge of estates, under conditions, if so desired, of 
individual confidentiality. The members of the Committee 
undertook to circulate these amongst their acquaintances, and 
to endeavour by their combined efforts to obtain a sufficient 
number to allow reasonable conclusions to be drawn from the 
aggregation. An appeal was also made through the Press to those 
interested in helping a scientific inquiry, to apply for one of these 
forms from the Secretary. The general result of this effort was 
disappointing as to the total number obtained, but it served to 
bring out the difficulties, even where there w^as complete willing- 
ness to assist in the inquiry, and a real interest in the method, 
and indeed in the subject. These may be briefly summarised : — 

' This article is the substance of a report by a special committee to See. F 
of the British Association at Bristol, September lO'lO, drafted by the Chairman. 
The Committee was first appointed in September 192C, to carry out further 
investigation of certain questions arising out of tlio Presidential Address given 
by Sir Josiah Stamp to the Oxford Meeting of the Section upon “ Inheritance 
as an Economic Factor” (Economic Journal, January 1927). The terms of 
reference covered the subject of Inheritance as an influence upon the distribution 
of wealth. 

The Committee consisted of the following members : Sir Josiah Stamp, 
G.B.E. (Chairman), Mr. Josiah Wedgwood, who acted as scrutinising secretary 
up to the Glasgow meeting (1928), Mr. R. B. Forrester, Secretary, Miss L. Grier, 
Professors Caiman, 3Iacgregor, Clay, Ilallsworth and Sinifli, Dr. W. H. Coates 
and Sir Alfred Yarrow. 

In addition to the inquiry work carried out by the Committee, the results 
of which are surveyed in this article, Mr. Josiah Wedgwood, the scrutinising 
secretary, made two special contributions to the subject of investigation under 
the auspices of the Committee; the first was his paper to the Section at Leeds 
(1927), in which he described a first sample investigation of the fortunes of 
parents and children; it comprised 99 English estates in excess of £200,000, 
left during the year 1924-25. As a consequence of discussion at Leeds, Mr. 
Wedgwood decided to take a second sample of fortunes between £10,000 and 
£200,000, and the Committee made a grant towards the fees payable by him 
to the Probate Registry. This second sample consisted of 124 estates passing 
in a few weeks of 1926. This is now published with acknowledgment to the 
British Association, together with the first sanqilc in Chapter VI of Mr. Wedg- 
wood’s book upon the Economics of Inheritance (published London 1929). 
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{a) 'Fhc inability of executors to record, from their own 
knowledge, what wealth has been given away by the 
deceased, especially in the years not immediately 
prior to decease. 

(/>) The inability of executors and beneficiaries to state the 
actual accessions that have been made to the fortunes 
of the deceased during the earlier lifetime, or to state 
positively that there have been none. 

'fho Committee then decided to make a direct appeal to a 
number of executors by sending them a slightly revised form 
and a suitable covering letter. The method adopted was regular 
selection (every third estate over £5,000 was chosen, counting 
1, 2, 3, 1, 2, 3, etc.) from the daily lists of Probates in l^he 
Times y whicli statistically are compiled at random, between the 
date September 1st, 1928, and December 31st, 1029. Over 3,000 
forms were issued, and again the numbers actually completed 
were small. 

“ A ” J\lATiES. 



1 




i j 

Total 

Percent - 

Sums (in- 
eluded in the 




j Aliena! cd 

Eoit une 

foregoing) 

Class of 
EstatcB. 

Xo. 

V^nliic at 
Death. 

' <luring Life. 

iiiehuling 

iSuins 

Alien- 

age of 
inherit- 
ance to 

Jnlicrited or 
received hv 
Clift. 



£. 



ated. 

Fortune. 






Xo. 

Amount. 

£. 


No. 

Amount. 

Over £50,000 
£25,000 to 

6 

o;jr>,6oo 

5 

£. 

441,000 

1,370,000 

6-5 

;l 

£. 

90,000 

£50.000 . 

£5.000 to 

10 

323,200 

2 

55,900 

379,100 

13-3 

i 

5 

50,3(»0 

£25,000 . 

17 

225,500 



2 

9,500 

235,000 

30-9 

13 


Total “ A ” 

33 


9 

500,400 

1,990,700 

10-7 

21 

212,800* 




“ B ” Males. 




Over £50,000 
£25.000 to 

3^ 

475,186 

1 

.> 

1 

118,000 ' 

593,180 

3-4 


20,000 


4 

135,230 

1 

10,000 

145,239 

8-3 


12,000 

£25,000 . 

16 

182,1)20 

7 

1 1,400 

194,320 

28-2 


54,850 

Total “ 13 ” 

23 

793,346 

1 


^ 932,745 

9-3 

1 


86,850 


The Sample (Total “ A ” and “ 13 ”). 


Over £50,000 

9 

1,410,780 

7 

559,000 

1,909,780 

6*6 

4 

110,000 

£26,000 to 





£60,000 . 

14 

458,439 

3 

05,900 

624,339 

11-8 

7 

62,300 

£6,000 to 





£25,000 . 

33 

408,120 

9 

20,900 

429,320 

29-7 

22 

127,350 

Total 

66 

2,277,645 

10 

046,800 

2,923,445 

10-2 

33 

200,650 
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Despite the fact that the aggregation of cases is not large 
enough to form the basis of universal and firm generalisations, 
it does throw up some interesting results, which are well worth 
recording, provided that the limitations and risks of the statistics 
of small numbers are borne in mind. The sample as collected by 
the members of the Committee is shown on page 634, described as 
“ A,” that obtained by systematic general issue of forms is called 
“ B,** and the two together are given as “ The Sample.” 

The following general statements may be made about these 
results ; — 

(1) The two samples, derived in different ways, lend consider- 
able support to each other in their broad tendencies, and indicate 
that the combination may not differ widely from a general 
condition. The graduation of estates by total amounts, and by 
numbers, in the sample, compares with the graduation for the 
whole of the United Kingdom as follows : — 



Sample. 

lur 

United Kingdom. 


Percent- I 

Percent- 

Percent- 

Percent- 


age of I 

age of 

age of 

age of 


Amounts. 

Numbers. 

Amounts. 

Numbers. 

Over £50,000 

01-9 

160 

530 

Ill 

£26,000 to £50,000 

20- 1 

25-0 

15-4 

12-7 

£5,000 to £25,000 . 

180 

590 

31*6 

76-2 


1000 

1000 

1000 

100-0 


It will be seen that the sample draws rather more heavily 
upon the higher estates in proportion to the lower than their 
actual total distribution in the country. This difference in 
weighting must be borne in mind before any attempt is made to 
generalise from the results. 

(2) There is a definite progression in the proportion 9! in- 
heritance to total fortune, as the fortune increases; the larger 
fortunes have been made to the greatest extent within the lifetime 
of the individuals and owe least to bequest. 

(3) For fortunes, in general, left in recent times about 10 per 
cent, has been inherited in this sample. But if each grade is 
accepted as generally true then the total for all estates, owing to 
the different weighting referred to above (under 1), would be 
raised to over 14 per cent. 

(4) For fortunes in general, the sums given away during life 
were rather over twice the sums received during life. This 
would be consistent with a fairly uniform percentage over a long 
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period of years in the custom of giving, if the total wealth were 
doubled with each generation, assuming no marked change in 
the level of values. 

(5) For fortunes from £25,000 to £50,000 the sums received 
and the sums given were about in equilibrium (although examina- 
tion of the particular instances shows that this is hardly ever the 
case individually). In the larger estates the sums given away 
were five times the sums received. 

(6) The practice of giving during lifetime is much more marked 
in the large estates, where some 28 per cent, was “ alienated,” 
against under 5 per cent, in the smaller estates. In numbers, 
nearly all the large ones gave money away, but in the small ones 
only about 27 per cent. 

(7) As regards the period affected : — In “ B ” the date of 
death in all the cases, except one, fall within the period 1924-9 
and are therefore of a similar “ time class.” But in “ A ” 19 
cases were deaths prior to 1924 with estates amounting to £759,426, 
£208,400 being alienated in five cases, making the total fortunes 
£967,826, in which £175,800 was inherited in 13 cases, including 
one large case accounting for 40 per cent, of the whole. It would 
be dangerous to infer from this that there is any general tendency 
for the proportion of inheritance in large fortunes to diminish 
in more recent years. 

(8) An ago distribution of the cases shows the following 
results for “ The Sample ” ; — 


Age. 

No. 

Estate. 

No. 

Alien- 

ated. 

Total 

Fortune. 

In- 

herited. 

No. 

Age unspecified 

•1 

416,000 

1 

10,000 

420,000 

81,060 

2 

Up to 55 inc. 

6 

82,039 

1 

3,000 

85,039 

29,600 

4 

56 to 70 inc. 

20 

1 472,576 

5 

85,500 

558,076 

87,460 

13 

Over 70 

26 

1,307,031 

12 

547,300 

1,854,331 

101,640 

14 

Total 

56 

2,277,645 

1 

645,800 

2,923,445 

1 299,660 

33 


This shows a negligible percentage of gifts inter vivos for the 
youngest group, 18 per cent, for the next and nearly 42 per cent, 
in the oldest group (reckoned upon the amount of the estate), 
which accords with prima facie expectation on the recognised 
tendencies. (The fact that the average size of estates increases 
with the ascending age groups is, of course, well known, and the 
greater length of time during which money can be actively made, 
and during which the factor of accumulation can passively operate, 
are two obvious reasons. It is not improbable too that vigour 
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of life k'iuliiv^ to the liit^her a^es of death is also associated with 
iurlividiiality in wealth-creation.) 

As regai'ds inlieritancc by age gr(jup.s, llio percentage of 
total hjrtuiie in the youngest is .‘M, in the next Jo-0 and in the 
oldest only 5-5, wliieh again indicates that in the sample the 
largest fortunes accruing to the greater ages owe less to inheritance 
from outside than to acciuirement and accumulation during life. 

The number of women\s estates ctdlected by botli methods 
was n. 


d’hc Estates totalled . . £315,300 

'J'ho sums given away to . 20,000 (in four cases) 

Total fortunes . . . 335,300 

'Fhc sums inlierited or 

received by gift to . . 173,100 in 12 cases. 

As might he anticipated, th(»>o results diltcr completely from 
the male estates; tlio in-oportiun of the fortune alienated is 
negligible but the origin of the fortune in inheritance instead of 
being only ten jxt cent, is well over one lialf. The numbers 
of cases are too small, however, for any satisfactory results by 
sub-division, and none is attempted. 


J. C. Stamp 



THE AUSTRALIAN PROBLEM 
I 


Much attention has been given both in Australia and abroad 
to the extremely difficult situation into which Australia has been 
plunged in the past six months. Many overseas critics believe 
that the situation is due entirely to the unsound economic policy 
pursued by Australian governments in the past ten years. And 
there are critics of the same mind at home. They would reject 
the idea that external conditions have exerted a dominant influence 
in causing the present difficulties. Australia has pursued a false 
policy, and a major economic crisis is the inevitable result. This 
is both too simple and too harsh a view of the situation. It gives 
undue emphasis to the effect of public policj'^ upon economic 
prosperity, an error to which many critics fall an easy prey. 
They have all the superficial evidences of truth on their side in 
the Australian example. Extravagant borrowing, extreme pro- 
tection, a closely regulated standard of living and chaos in public 
finance provide ample ground for the belief that Nemesis is upon 
a nation that has worshij)ped false gods. Was there not a growing 
volume of criticism before the crisis? Economists through the 
Economic Record ^ and other publications had issued warnings that 
it was possible to pursue a national ideal of a high standard of 
living too far. The British Economic Mission in 1929 reported 
that Australia had mortgaged its future too heavily. Even the 
Development and Migration Commission established in 1926 to 
stimulate development, and to supervise the expenditure of loans 
under the “ £34,000,000 Agreement ” with the British Govern- 
ment, had expressed some doubts upon the rate at which develop- 
ment could be achieved. Finally, the Tariff Board, at first highly 
protectionist in its sympathy, was becoming restive about the high 
costs in protected industries. ^ Surely there is evidence enough in 

* The Journal of the Econoynic Society of Aviiralia and New Zcalayid. See also : 
Sutcliffe, The National Dividend (Melbourne University Press); Benham, The 
Prosperity of Australia (King); Wood and Phillips, The Peopling of Australia 
(M.U.P.); Mills, Portus and Campbell, Studies in Australian Affairs (M.U.P.); 
Anderson, Fixation of Wojge-s (M.U.P.); The Australian Tariff: an Economic 
Inquiry (M.U.P.); Mauldon, Th-e Econoinics of Australian Coal (M.U.P.). 

^ See Report of the British Economic Mission to Australia, 1029; Second 
Annual Report of the Development and Migration Commission, 1929; Annual 
Report of the Tariff Board, 1929 (all from the Go'S'ernment Printer, Canberra). 
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these criticisms to justify the assertion that Australia’s difficulties 
were of her own making. But the responsible critics quoted 
would not agree. They freely admit that our ambitious develoj)- 
mental policy has been in part ill-conccived. But even the most 
unfavourable view of the mistakes could not account for the 
present crisis, and it is important to make a comprehensive survey 
of the situation. 


11 

Up to the middle of 1929 Australia was favoured by a com- 
bination of circumstances that enabled the traditional policy of 
rapid development to be pursued with all the outward signs of 
success. First, wool prices were high and the clip increased 
steadily in volume. Wheat prices were equally satisfactory and 
there w^as a considerable expansion of production. The less 
important exports were on the whole favoured by satisfactory 
overseas prices and total exports were sustained at approximately 
£145 m. per annum from 1926-27 to 1928-29, compared with 
£120 m. for tlie years 1021-22 to 1923-24. Statistics for wool 
and wheat may be given in detail. 



Annual Average. 
(Figures in millions.) 

1926-27 to 1927-28. 

Percentage 

increase. 


1921-22 to 1923-24. 


Wool. 

No. of sheep . 

81-3 

103-4 

23 

Wool produced (lb.) 

703 

927 

30 

Value of clip . 

£53-7 

£71-9 

.32 

Wheat. 

Acreage 

Total yield (bushels) 

90 

12-9 

34 

121 

146 

20 

Value of crop . 

£31-2 

£37-5 

20 


The principal primary industries had thus experienced an 
increase in output equivalent to the increase in value. 

Secondly, the terms of international trade were in favour of 
Australia. The Commonwealth Statistician constructs an index- 


It is well to reronl tliat under the Migration ngreoment, (ircat Britain was to lend 
Australia £34,000,000 at low rates of interest over ten years, and 450,000 immi- 
grants were to be absorbed. Tho capital required per immigrant was thus 
estimated at £75 in defianc e of all experience : £3C() per liead would bo a low 
estimate. The Development and Migration Commissicn through its careful 
investigation of costs and benefits exposed tlie obstacles to profitable develop- 
ment, and after two years of work it had been only able to recommend schemes, 
involving tho expenditure of £6 m. Had there been tho same careful scrutiny 
of ordinary loan expendituro the growth of the public debt would have been 
retarded. 
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iiiinibcr of export priec's and the (Jovernment Statist ieiaii of New 
South ^Vales an index-nuinber of import prices for that State. ^ 
The movements in these index-numbers for some recent years 
were as follows 



xport Pliers. 

linjx'rt Prici's. 

'ri'rm.s of Trml 


p.ni Pui 

lini lan 

1911 1(K) 


P.)4 

2 SO 

00 

e'l 

171 

214 

70 

)22 

102 

JH.l 

8.‘1 


PJl 

1 ai* 

07 

4 

22S 

1!»7 

110 


214 

1S4 

110 


1n:{ 

174 

105 

pc: 7 

ISO 

174 

H)7 


(Kxj)ort prices for 11)2S are not yet available.) 

Tlu' rati<j of international exchange was thus moving in favour 
of Australia uj) to 1925, and it was still favouiable in 1927. 

Thirdly, Australia u as abl(‘ to raise substantial loans overseas. 
At .[line !Joth, 1925, the external dei)t was i:419'() m., and it had 
risen to 1J579 m. by Juiu' 5oth, 1928, an increase of £30 m. per 
annum, ddiis intlux of (‘a])ital was a powerful intluenee in sus- 
taining prosperity, but in view of the facts recorded al)ove concern- 
ing the export trades and the ratio of international exchange, it 
would be an error to attribute the high level of prosperity up to 
192S wholly to overseas borrowing. The rate of borrowing was, 
however, excessive, and there were indications both in Australia 
and in London that some reduction must take place. The interest 
burden on the external debt in this ])eriod rose from £19*1 m. to 
£27-0 m., an increase of 44 per cent, compared vilh an increa.se of 
3b per cent, in the debt, a clear indication that borrowing was 
becoming more costly. The ratio of interest payments to exports 
and recorded production (estimated to be ab'out two-thirds of 
national income) was as follows : — 

Ucrcentago Kxtemnl Inf crest to — 

(tt) Exports niul (6) Production. 


1021 

12-4 

4-2 

1023 

16-2 

50 

1928 

10-5 

60 

1920 

19-2 

61 


The situation disclosscd by these percentages was becoming 
])reoarious even with the satisfactory condition of export produc- 
tion. While overseas borrowing continued the transfer problem 

' Tlio utility of this index-number as a monsuro of iniport prices is discussed 
ill Bcnliaiij, Tht I'rosptrilj of Aunt ml in, pj>. 251-55. 
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was not difficult, a condition familiar to all debtor countries since 
the war. For interest on the public debt Australia now has a 
transfer problem amounting to nearly £4 lO^. per head, much 
higher than Germany, and any other country except New Zealand. 
It was the magnitude of this transfer problem that caused concern 
to competent observers of the economic condition of Australia 
even in the days of prosperity. 


Ill 

But it was not the only danger spot in the position. Four 
others must be mentioned. First, the development of industry 
was depending more and more upon the tariff and other forms 
of assistance. Taking the average of the years 1911-12 to 1913-14 
and 1924-25 to 1926-27, employment of males in all rural indus- 
tries increased by 4 per cent, compared with 38 per cent, for 
manufacturing industry. Manufacturing production increased 
from 26 per cent, of total production in 1913 to 35 per cent, in 
1927-28 and 36 per cent, in 1928-29. This was a natural develop- 
ment in a country that had first pursued primary production and 
later turned to secondary industries. But the development was 
somewhat forced. Only two primary industries had shown a 
substantial increase in males employed in the period above 
mentioned. These were dairying and sugar, both favoured by 
the tariff. In manufacturing the greatest increases had occurred 
in protected industry, and the increase was roughly proportional 
to the degree of assistance given. Obviously, development of 
this kind is costly and throw^s a heavy burden upon export indus- 
tries. The Tariff Committee, appointed by the Prime Minister, 
reported in 1929 that the cost to the export industries was about 
8 per cent, in 1926-27, and it view^ed any increase with concern.^ 

Secondly, the Australian price level had remained at 
approximately the level it reached after the post-w^ar deflation. 
U.S.A. prices were lower relatively to the 1913 position, and 

^ See The Australian Tariff : an Economic Enquiry, Part VI. On p. 87 the 
Committee stated : “ Our surplus resources available to subsidise industry are 
limited and will not stand anj' greater strain than imposed by the present tariff.” 
In spite of efforts to dev^elop secondary industries and to stimulate immigration 
by loan expenditure, the rate of growth of population was falling after 1920. 
The natural increase declined from 1-5 jx>r cent, in 1920 to 1*2 per cent, in 1928. 
Immigration was high from 1922 to 1927, and for the eight years ending June 
30th, 1929, accounted for 0-66 per cent, per annum increase in population. This 
is equivalent to the rate of increase from this source before the war, but immigra- 
tion declined after 1928 and is at present negligible. Present trend of population 
indicates that the rate of economic progress in Australia will be less in the 
immediate future than it was either before or after the war. 
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British prices fell continuously from 1924. In 1928, British 
prices as measured by the Boanl of Trade index-number were 
about 33 i)er cent, above pre-war levels, while Australian were 
65 per cent. up. Whilst these figures cannot be taken as an 
accurate measure of the disparity in price movements in Australia 
and overseas, there is no doubt that the Australian price level 
was sustained at a high figure, while overseas prices were either 
falling or stable at a lower level. Two main causes account for 
this disparity. First, the overseas boiTowing increased spending 
power and the volume of bank credits, and, secondly, the high 
prices for Australian exports were reflected in high internal prices. 
The tariff was, of course, a contributing factor in keeping up the 
prices of manufactured and sheltered goods, but in the absence of 
the other two main causes the tariff could not have sustained 
high jirices without forcing a contraction of export production. 

Thirdly, the general level of wages was rising. In 1922 there 
was added to the basic wage what came to be known as the 
Powers’ 36*. This was intended to compensate for the losses 
incurred by wage-earners on account of the rise in the cost of 
living and the lag in the adjustment of wages, but it was continued 
after the reason for it had disappeared. Owing to the increase 
in the number of workers brought within the ambit of arbitration 
and wage-fixing tribunals, including many engaged in State 
instrumentalities, the basic wage was applied to a larger number 
of workers. Finally, the adjustments in the basic wage have 
been made on the basis of an index-number of retail prices of 
food and house rents, estimated to cover about 60 jier cent, of 
household expenditure. This index-number lias not fallen to 
the same extent as a more complete index-number, including 
clothing and other household expenditure. Had the basic wage 
been adjusted according to movements in the more complete index- 
number, “ the harvester equivalent ” (the standard fixed by 
Mr. Justice Higgins in 1907) could have been observed with a 
basic wage 6 per cent, less than has been fixed. The stead}' 
iqiward trend of unemployment must be regarded as an indication 
of the development of a wage rate somewhat beyond the cajiacity 
of industry. The average unemployment for the years 1922-29 
was 10 per cent., with a rising tendency. If unemployment is 
ignored, real wages were 8 per cent, higher in 1929 than in 1911, 
but when allowance is made for the incidence of unemployment 
the real wage was barely 1 per cent, higher.^ 

^ Labour Report, No. 20, 1929 ((Commonwealth Bureau of Censiirt amJ 
StatUtioB), p. 81. 
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Fourthly, the condition of public finance was becoming 
unsatisfactory. Commonwealth revenue had been buoyant 
during the period of high imports, and the Commonwealth 
Government increased expenditure on schemes of development 
such as Federal Aid to Roads involving £2 m. per annum. With 
the decline in imports and the increasing burden of interest 
payments, deficits in the Commonwealth accounts commenced 
to make their appearance, and at June 30th, 1930, a deficit of 
£6*5 m. had been accumulated. The position in the States was 
much more difficult on account of the heavy loan expenditure on 
public undertakings. Sir Lennon Raws, in the Economic Record 
for November 1928, made a comprehensive statement of Australian 
loan expenditure. He found that for the financial year 1926-27 
the total capital expenditure on public undertakings, including 
railways, had amounted to a little over £400 m. The financial 
returns for the year showed a deficit of 1 1 per cent, on this capital. 
It was the increasing burden of interest payments that com- 
promised the State budgets. This may be indicated from the 
following table (figures in millions) : 


Year. 

liitoroat 
on State 
Debts. 

Interest on 
Common- 
wealth Debt. 

State 

Taxation. 

Common- 

wealth 

Taxation. 

Value of 
recorded 
Production. 


£ 

£ 


£ 

£ 

1923 

25-5 

17-3 


49-9 

379*4 

1925 

29-2 

176 


52>8 

454*1 

1928 


19-5 


56-6 

463*3 

1929 

■■ 

19-6 


56*3 

447*8 


It is clear from this table that the percentage of interest 
payments to taxation and production had been steadily rising 
during the period. The increase in interest was due in part to 
an increase in the total public debt from £905 m. in 1923 to 
£1104 m. in 1929, and in part to the increase in the rate of interest 
payable on the debt. The average rate on the State debts rose 
from £4 13^. 2d, per cent, in 1923 to £4 186\ llrf. per cent, in 1029, 
and for the Commonwealth debt from £4 19^. 2d. per cent, in 
1923 to £5 5s. per cent, in 1929. 

IV 

These weaknesses in the general economic situation and in 
public finance would have required some adjustment of Australian 
economic conditions even had the basis of prosperity not been 
adversely affected, by changes in overseas prices, and the attitude 
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of the investor to Australian securities. That this process of 
adjustment would have brought upon Australia a major economic 
crisis is not a tenable thesis. A minor alteration in the basic 
wage, a progressive reduction of overseas borrowing over a series 
of years, and an increase in taxation to balance budgets would 
have met the situation. Under Australian political conditions 
even relatively minor adjustments of this nature might have 
caused difficulties. The results of the 1929 Commonwealth 
elections fought on the arbitration issue indicated that the general 
I)ublic had not realised the weaknesses in Australian economic 
policy. To this extent it is fair to attribute the difficulties of 
Australia to internal policy, and to a refusal to accept readily a 
reversal of this policy. But the movements in price levels which 
commenced in the middle of 1929 completely altered the situation. 
The average price realised for Australian wool for the period 
1923 to 1929 was 19d. per lb. This includes the two high years, 
1923-24 and 1924-25, and if the remaining four years of the period 
are taken, the average price works out at lid. per lb. For the 
season 1929-30, prices averaged lOd. This is a decline of nearly 
50 per cent, on the price for the whole period, and of over 40 per 
cent, on the average price for the four years 1925-26 to 1928-29. 
At the ruling prices of to-day the drop would bo approximately 
50 per cent, on the average price for the four-year period. For 
wheat the average price for the period 1923 -29 was 5s, Id,, and 
this included two years of high prices, 1924-25 and 1925-26. 
Excluding these the average would be 5^. 2d, For' the season 
1929-30 the export price was again 4^. lOd,, but the harvest was 
poor and exports amounted to £10 m. compared with £18 m. on 
the average for the previous four years. If the export price is 
35. per bushel for the current season, the fall on the average of 
the previous six years will be nearly 50 per cent. With the reduc- 
tion in the prices of other exports the loss of income to Australia 
on account of exi)ort production will be not less than £40 m. 
Last year the total exports of merchandise amounted to £97 m., 
to which should be added the normal export of gold of about 
£2 m. This was a reduction of £43 m. on the exports of the 
previous year, and of £52 m. on the average of the previous four 
years. A loss of income on exports of £40 m. is, therefore, a 
moderate estimate. Borrowing overseas has been about £30 m. 
per annum, and if this is continued the total loss of income from 
overseas will amount to £70 m., more than 10 per cent, of the 
national income in the years of prosperity. On present prospects 
of price movements for export production, and with a moderate 
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programme of overseas borrowing, Australia must look forward 
during, say, the next five years to a reduction of her national 
income of 10 per cent. This loss has reduced spending power in 
the export industries, and in those industries dependent upon the 
expenditure of loan money. There have consequently been 
indirect losses which have greatly increased the total loss of 
income in the present depressed condition of industry. Pending 
a readjustment of internal economic conditions to the new situa- 
tion, the total loss of income is, therefore, much greater than 
the first loss due to a decline in income from overseas. Indications 
of this condition of affairs are to be found in the heavy increase 
in unemployment, the official percentage of trade unions unem- 
ployed having risen steadily from 12 per cent, in the second quarter 
of 1929 to 18*5 per cent, in the second quarter of 1930, and it is 
still rising. The profits of industry already show a serious decline, 
but as the public balance sheets include the relatively good 
trading period from July to December of 1929, they do not 
portray the full effects of the depression. A group of 35 balance 
sheets, however, record a 20 per cent, reduction in profits for the 
year 1929-30 compared with the year 1928-29. Movements in 
sliare pricjcs anticipate the decline in profits, and the index- 
number of the Melbourne Stock Exchange for ordinary shares at 
the end of August was over 40 per cent, below the average for the 
years 1926 to 1929. Tliere has been a substantial decline in share 
values since the end of August. 

Other indications of the severity of the position may be 
mentioned, (i) The average yield of Comraonw’ealth bonds 
increased from about £5 6s. per cent, in the middle of 1929 to 
£6 58. per cent, in September last, (ii) Bank advances have 
greatly increased, and in the June quarter of this year were 
£36 m., or 14-8 per cent, higher than in the June quarter of 1928. 
Meanwhile deposits declined by £7 m., or 2-6 per cent., and cash 
reserves fell by £14 m., or 27*7 per cent. The result was an 
increase in the ratio of advances to depo.sits from 88 per cent, in 
Juno 1928 to 105 per cent, in June last. In the same period, 
cash reserves fell from 18*5 per cent, to 14 per cent, (iii) Hates 
of exchange wore kept a little above ])ar until the beginning of 
the present j’^ear, when they were raised bj^ steps to 6J per cent., 
an abnormal situation for Australia, where exchange business 
is undertaken by the banks and rates arc changed only at long 
intervals and in modest amounts, (iv) To relieve the overseas 
situation, legislation w’as passed enabling the Commonwealth 
Bank to acquire the gold reserves held by the j)rivatc banks. 
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amounting to nearly £26 m. at the beginning of 1929. The 
exports of gold for the year 1928-29 were £27*7 m., and this has 
almost exhausted the supplies of surplus gold available for export.^ 
Even with this export of gold the balance of payments could not 
be adjusted without special short-term borrowing in London and 
Australia. Imports and debt services amounted to £167 m. for 
the year 1920 — 30, and exports of goods and gold to £125 m. 
The deficiency of £32 m. was met by the issue of Treasury bills 
in London to the amount of £10 m., by long-term borrowing in 
the cities of Sydney and Brisbane amounting to £5 m., by 
increasing the overdraft of the Government to the Common- 
wealth Bank in London to £18 m., and by the retention in 
Australia of funds that would normally be transferred, but were 
temporarily invested in Australian securities, pending a return 
to parity of exchange. Estimates of this amount varying from 
£10 m. to £20 m. are made.* (v) Finally, the cash position of 
the Australian Governments has become very difficult. The 
deficits in the accounts for 1929-30 so far announced were as 
follows : — 


Commonwealth .... £1,471,000 

New South Wales (including railways 
and tramways) .... £4,400,000 

Queensland . . . ... £723,000 

South Australia .... £1,626,000 

It was agreed at a recent conference to publish monthly 
statements of revenue and expenditure. For July and August 
these statements show a heavy falling off in revenue. For 
example, it is now anticipated that the Commonwealth budget 
will show a deficit of approximately £10 m., chiefly on account 
of the decline in customs and excise revenue. The budget is to 
be revised, and all State Governments are now making further 
cuts in expenditure, and in most instances increased taxation will 
be necessary. 

* Jn June 1930 the gold held by the Commonwealth and private banka 
amounted to approximately £23 m. If reserves of 40 per cent, of the note issue 
are maintained, and a further £2 m. kept for cash in the banks, the surplus avail- 
able for export, apart from the annual production, would be £3 m. 

• The total short-term indebtedness of Australian Govemments in London 
was stated by Sir Otto Neimeyer on August 2l8t last as £18 m. due to the Com- 
monwealth Bank, £8 m. to another bank, and £10 m. in Treasury bills. There is 
doubtless also a considerable amount of private short-term indebtedness, and in 
Australia considerable sums are held for transfer. 
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V 

In extricating herscll from this extremely difficult situation 
Australia may take one of three courses of action, each of which 
involves a fall in real wages and the standard of living. She 
may (i) deflate rapid Jy and restore exchange parity with London, 
(ii) peg the wage rate and inflate the i)ricc level sufficiently to 
secure the necessary fall in real wages, or (iii) attempt to stabilise 
internal prices and reduce the nominal wage rate by the required 
amount.^ I have dealt clscwdiere w'ith the economic issues 
involved in these courses of action, ^ and will conclude by referring 
to the third course as offering the most reasonable all-round 
solution. It has been shown that this loss of income is about 
10 j)cr cent., and this suggests that the basic wage should be 
reduced by this amount. iSueh a reduction could be secured by 
eliminating the Powers’ 36*. and fixing the basic wage according 
to variations in the complete index-number covering all items of 
household expenditure. (Sec the discussion on the level of w ages 
under HI above.) If fixed incomes were also taxed at a special 
rate, this w^ould distribute the loss of income ecpiitably over the 
w'holo community. An increase in the rate of tax on income 
from property wouKl secure from fixed incomes their due con- 
tribution to the loss of income, and this is almost certain to be 
included in the revision of the (Amirnoinvealth budget. It will 
not bo so easy to make the adjustment in wage rates. Whilst 
the (.^ommonw'ealth Arbitration Coui*t is the central authority 
controlling industrial relations, it can only function in the event 
of a disi)ute, and has no power to make “ a common rule.” Each 
industry must be considered separately, and under the 1930 
Amending Act, conciliation commissioners may be aj)pointed in 
the event of n dispute. This will delay proc-eedings. By agree- 
ment with the States a quick all round reduction in wages might 
be achieved, but this course is beset with X)olitical obstacles.^ 

These measures if attained w oidd automatically reduce Govern- 
ment expenditure and costs of production, and provide some 
additional revenue towards balancing budgets. If accompanied 
by an increase in the rate of exchange to, say, 20 per cent., sub- 
stantial relief would ))e afforded to the export industries. The 

* A variolion of this coiireo would bo dcaulioii over a period of years uiid the 
ultimate restoration of exthango pnrit 3 '. 

* Cvi'dit and Currency Control (Melbourno Uiii\ crsity Press, 1030), Clinp. VI. 

® Tho Commonwealth Court is now reviewing tho basic wage, having already 

docitled to suspend the award in Government Railways. If it reduces tho basic 
wage for railways, tliis will bo an important tleeisioii on tho principle at isbiie. 

No. 100. — VoL. XL. u U 
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increased prices of exj^ortable goods and of imported goods, both 
directly consumed and entering as raw materials into the pro- 
duction of other goods, would be offset by the general decrease 
in prices due to the lowering of the wage rate. Prices would, 
therefoi*e, remain about their present level, and this would have 
a very salutary effect upon the internal situation. The export 
industries would, therefore, gain by the full amount of the increase 
in the rate of exchange. Assuming the effective rate at the 
moment to be 8 per cent, and export production (exports plus 
home consumption of exportable goods) to reach £135 m., an 
increase of 20 per cent, would add approximately £16 m. to the 
income of export industries, as measured in Australian currency. 
This addition to income in these industries would increase their 
spending power, and thus act as a powerful influence reversing 
the present trend towards reduced output and increased unem- 
ployment in the sheltered and protected industries. Further 
indirect losses of national income, originally caused by the reduced 
spending power of export industries, would be avoided and a 
process of recovery initiated. The volume of export production 
would not suffer a serious decline, but in some cases, notably 
metals, there might be an increase. Thus the capacity of 
Australia to meet her overseas commitments would be improved. 
The partial restoration of national income would also have a 
beneficial influence upon Government finance. At present 
revenue is declining rapidly, but this drift would be stopped and 
some recovery in revenue could reasonably be anticipated. It is 
true that the interest burden on the overseas debt, when measured 
in Australian currency, would be increased by about £6 m. 
Against this must be set, first, the increase in customs revenue. 
Goods are valued for the purposes of customs duties upon the 
Australian price, and if the customs revenue at parity of exchange 
amounted to £20 m., there would be an addition of £4 m. under a 
20 per cent, exchange rate. Moreover, the maintenance and 
possible increase of exports would enable heavier importations. 
If exports at a 20 per cent, exchange rate were £10 m. greater 
than at parity of exchange, the addition to customs revenue on 
account of the increased imports would be £2*5 m. Thus the 
increased cost of remitting interest payments abroad would be 
covered, and the partial restoration of national income would 
leave a balance of extra taxation to meet other Government 
commitments. 

The monetary policy involved in this proposal would require 
careful handling. The Commonwealth Bank could act as a 
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complete central bank announcing its intention to buy and sell 
exchange at the rates quoted. In order to stimulate confidence 
it might purchase Government securities, thus lowering the 
rate of interest on Government bonds, facilitating conversion and 
increasing the supplies of credit available to the other banks. 
Confronted with the prospect of stable prices, it would not be 
necessary to proceed with a heavy deflation of bank advances 
and easier credit conditions could prevail. The policy of the 
Commonwealth Bank would involve some extension of credit and 
perhaps a slight increase in the note issue. This would have a 
good effect provided the price level did not rise. In this event it 
would be necessary for the Commonwealth Bank to reverse its 
policy. 

The rise in the exchange rate would be regarded abroad as 
an unhealthy development. That is inevitable, but a legitimate 
answer would be found in the contention that without such a 
measure it would not be possible for Australia to pilot her way 
through an extremely difficult position successfully, and without 
serious distress. If the situation in Australia were kept in hand, 
a high exchange rate would be readily accepted. Australia has a 
breathing space of two years in which no overseas loans fall due. 
If the policy had proceeded successfully, these conversions could 
doubtless be arranged even with such an exchange rate. It may 
be doubted, however, whether something more might not be 
required. If Australia takes the measures suggested, involving 
as they do a reduction in the standard of living, and heavy 
increases in taxation, her recovery would be expedited if overseas 
borrowing could be continued, though at a progressively lowxr 
amount. The sudden cessation of borrowing would not have 
happened under normal circumstances. It is all the more 
important that it should not take place under the present abnormal 
conditions. 

D. B. Copland 

The University of Melbourne, 

October 8, 1930. 
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REVIEWS 


Recent Economic Changes, By E. F. Gay, W. C. Mitchell, and 
others. A Report of conditions in the United States, 1922- 
192S, made for the Coiniiiittoo on Recent Economic Changes 
of the President’s C’onfercnco on Unemployment. (2 vols. 
7i dollars.) 

Now that foreign observers seem to be wearying in the search 
for the causes of American prosperity, those wlio are enjoying that 
I)rospcrity arc ])t'giiinirig to take up the chase; all the more 
eagerly, perhajis, since L^oomy clouds have*, begun to appear on the 
formerly clear iiuluslrial sky. WJiofi these two volumes were 
published, however, in 1929, the decline whi(^h was to come with 
the f^toek Exchange crisis had not announced itself. Some of the 
most astute observers avctcj convinced that the speculative boom 
was the normal and he«illhy reaetif)n of the industrial boom and 
that no n'gression was to be expected. In some wayf=^, therefore, 
this ar'count of the nature of tlio economic elianges whicdi have 
taken place in the Unitc'd iStates since the war is already out of 
dat(?. Nowliere in the 91.3 pages is there any strong suggestion 
that the crisis of late 1929 was bk)wing up, or tliat the tremendous 
increase in industrial capacity and out]>ut in 1928 and 1929 was 
anything save an acceleration normal and proper and capable of 
being maintained, provided due caution were exercised. 

This work is tlu^ ])roduct of a type of collaboration whic^h has 
become very popular in times of national e(a)nomic emergency in 
the United State's sinct' tlio end of tlio war; that is, to appoint a 
national committee of business irnm who, ijiformod by tho best 
technic'al and economic knowlcMlge, might bo expected to give tho 
sound advice of thosc^ who are practising what they prcfich. 
'Whetlier this method is sounder and more valuable than tho 
older system of a])p()inting a Government (Vmmitteo which 
represented other interests than business, and souglit its findings 
by the oral cross-examifiation of witnesses, is open to question. 
But, in a society as dynamie as tliat in tho United States, there is 
much to bo said for expedition, and that the newer method cer- 
tainly gives. 'J’lie vast mass of material ]ircseuted Ikto may bo 
divided into throe parts. The report of tho Government Com- 
mittee itself is merely a note of some twenty pages. Tho 
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investigations carried through, under the auspices of the National 
Bureau of Economic Research, by independent investigators 
cover the great bulk of the two volumes. The whole is rounded 
off with a short summary and review by Professor ^V. C. Mitchell. 

The separate pieces of research may bo considered first. They 
form a thorough survey of the main phases of American economic 
life and, since they have boon carried through by spocnalists in 
constant touch with their subject, they constitute i)j’obal)ly the 
most comprehensive survey, in quantitative terms, which has 
ever been made of any nation. But the very fact that they are 
quantitative necessarily involves a limit to their range. In a 
work dealing with American economic life as wide-sweeping as 
this, it is rather suriirising to find that there is, save irundentally, 
no mention of the effects of the tariff; that the “ theory of high 
wages ” — so intriguing to European obser\'crs — gains only passing 
notice; that the problem of over-capacity a]:)peari!ig in many 
industries is almost ignored, and that no attempt is made to 
assess the net economic effects of phenomena peculiar to this 
society, such as intensive advertising, “ high-pros^uro salesman- 
ship, the legal maintenance of comjietition or the social conse- 
quences of the growth of large-scale prodiudion. It is pc'ihaps 
ungracious to complain of omissions when so much is given that, 
in a review, space prevents an adecpiato treatment of the 
mountain of facts set forth. 

Professor Gay aptly iniroduccs this section by summarising the 
many theories which have been put forward by outside observers 
to account for American prosperity. One gets the impression that 
put side by side in this manner most of them cancel out, plus and 
minus. In a chapter on Changes in the Standard of Living, by 
Dr. Wolman, it is made clear that, for the average person, con- 
sumption has steadily increased and continually diversified, but 
the conclusions arc tempered by cautions that tho statistical 
material available tells very little of tho relative changes in the 
standard of different classes of American society. The section on 
industry reveals riipid changes in tho scale of operation, 
“ efficiency ** and location. Professor Thorpe’s contribution to 
this chapter is, indeed, admirable in method and interesting in 
result, oven if it raises more questions than it answers. Using 
Census material, he throws doubt upon many assumptions which 
have gained currency. The individual establishment in tho 
United States is not growing rapidly in size, when measured by 
the number of wage-oarners ; there is no definite proof that 
operation on tho scale w’hich has bccoino common in American 
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concerns brings jDroductive economies and, even on the score of 
stability, the large firm does not appear to have all the advantages. 
In addition, Mr. Thorpe breaks into quite now fields in his efforts 
to measure the extent of the merger movement and brings out 
some striking information concerning the rapid delocalisation of 
industry. The same bewildering change in methods and efficiency 
of production, so far as this can be measured, are to be discerned 
in the special chapters on Construction, Transj^ortation and 
Marketing. The great volume of construction work appears to 
have contributed in large part to the industrial prosperity since 
the war. In the world of transport, the struggle between road 
and rail appears to be the chief factor in the situation. In 
shipping the reactions of the war building and the opening up of 
coast-wise trade between East and West through the Panama, 
with its repercussion upon industrial localisation, are the prime 
elements. Marketing changes, with the appearance of the chain 
store and the growth of instalment selling, appear to be causing a 
centralisation of markets, since the increased mileage of roads 
and the growth of the automobile have apparently led to a decline 
of the local market to the advantage of the larger markets in the 
bigger towns. The wholesaler is disappearing; hand-to-mouth 
buying seems to have become an established practice. The 
amazing variety of economic experience from one industry and 
one social class to another, which robs the average figure of all 
significance and makes any generalisation a wild clutching at one 
side of the situation, is made apparent in a number of cha 2 :)ters 
in Vol. II. As estimate of the average minimum volume of 
unemployment by Ur. Givens shows that between 1920 and 1927 
the percentage unemployed was never bclow' 5 and averaged 7*8 
for the whole period, suggesting that some groups must have felt 
depres.sion very heavily. Mr. Noursc’s chapter on Agriculture 
shows that the widespread depression there was largely due to the 
market developments, such as the growth of the automobile, and 
the mechanical methods, such as the use of the tractor and 
combine, which have brought prosperity to industry. Professor 
Copeland’s estimates of the national income reveal a constantly 
expanding income per head, but conditions vary greatly in 
different parts of the country, and in another section of this 
work (p. 70) figures are given which show that the average annual 
income of the farmer, presumably a “ family income,” ranged 
between §500 and §1 200 in the years 1919-28. On the other hand, 
the space devoted to banking and financial influences seems to 
have been too small to allow treatment of the many aspects of 
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some of the deepest forces operating in American economic life. 
How far have investment banks been responsible for the flood of 
combines which have sprung up since 1920 ? Has the investment 
trust really brought the stability in the securities market which is 
often claimed for it ? These are matters on which a final answer 
would be impossible, but the lack of anv real information upon 
them is a definite shortcoming. 

So far as one reviewer can pretend to pass judgment upon the 
skill and caution used in deploying and interpreting the statistical 
material presented, the task of “ fact finding ** has been carried 
through with energy, and the boundaries to the conclusions 
which could be drawn from statistics have usually been observed 
scrupulously. In one or two cases, indeed, the investigator seems 
to have stepped over the line which divides proof from hypothesis. 
On page 764 a comparison of national income per head in England 
and the United States shows, in 1924, a figure of $375 for the former 
and $697 for the latter, and the claim is made that “ it seems 
clear that the average individual is considerably better off in this 
country than in England, and that the difference to-day is 
distinctly greater than before the war.^’ But in the absence of 
any reliable international comparison of the cost of living ^ the 
only basis for this statement must be common observation, and 
common observation would suggest to many that differences in 
the cost of living offset in great measure differences in money 
income. Moreover, cost of living appears to have risen more 
rapidly in the United States than in England since 1914. Again 
(p. 357), a discussion of hand-to-mouth buying, after a good deal 
of contradictory evidence has been presented, the suggestion is 
made that in 1927 stocks of goods in the hands of industrial 
companies were about 20 per cent, less than they would have 
been if hand-to-mouth buying had not increased from 1920. The 
basis of this assertion is a table which shows the relation between 
production and sale for a small sample of companies in each of 
twenty-nine industrial groups. Of these, eleven groups, containing 
in all eighty-nine firms, show no general increase in stocks in 
relation to production, and eighteen groups, containing 152 firms, 
show an increase. The net result of taking all the groups together 
is that already mentioned. But the sample of firms taken could 
not have presented more than about 10 per cent, of the national 
total production, it almost certainly consisted of the very largest 

^ The estimates which the International Labour Office makes of differences in 
the prices of necessities in the two countries is most misleading when used to 
make comparisons between aggregates of all social classes. 
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companies, and there is no information showing how repre- 
sentative it is. The last word in the true increase in hand-to- 
mouth bu^dng has jwohahly not yet been said. More serious 
mistakes occur in the first two parts of the chapter on Industry. 
Professor Kimball, in pointing to the increase in capital invest- 
ment per worker (p. 87), shows that the Census records an 
increase between 1849 and 1919 from $560 to $5000, but he makes 
no mention of changes in prices, or of the fact that the Census 
authorities themselves believe that these capital investment 
statistics are almost meaningless. On the same page there are a 
number of generalisations upon the economy of large-scale 
production which do not square with Mr. Thorpe's scientific 
analysis in a later section. In the section “ Technical Changes in 
Manufacturing Industries a table is given (p. 97) which gives 
fourteen series for the period 1890-1927. Some of them are 
adjusted for price changes, others apparently not so, although no 
information is given on this matter. Column 2 of that table, 
showing physical production, disagrees in five years with a 
similar table {p, 499) drawn up by the originator of the index. 
Column 8 disagrees in six years with a similar table on page 450. 
Column 5 purports to show the cost of materials used in manu- 
facture in the United States. But there is no statement as to 
whether this excludes the duplication that is unavoidably present 
in the Census figures. If it does not, the figures are meaningless. 
If it does, then the column does not agree with one drawn up by 
Professor Mitchell (p. 859), Columns 0 and 13 are based upon 
Column 5, and thorofore share its defects. Column 12 disagrees 
in two years with a similar table on page 454. But probably the 
worst example of the careless use of scientific statistical methods 
in this section is found in connection with Column 8. That! gives 
an index, taken from another authority, of the increase in the 
value of industrial buildings in 1899-1922. The index, after 
allowing for price changes, shows an increase (1899 = 100) from 
223 in 1915 to 230 in 1918 and to 296 in 1922. That in itself 
throws grave doubt on the index, for it is hardly likely that the 
increase was so small during the war, or so largo during the post- 
war depression. Mr. Alford sets about to bring this index up to 
1 927 (p. 1 36). For the purpose he uses a Department of Commerce 
index, which shows quite plainly a very great increase during the 
war and a sudden decline in building afterwards. In short, he 
gets his completed index by tacking on to one curve the tail end 
of another, when the two curves tell quite a different story over 
the part that is common to both. 
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Those, however, are but isolated oxamplos in a body of 
descrijition which undoubtedly is sound. Wliat are the social 
implications of these facts when they are once found i It was 
never intended that the Comnntt(X> responsible for the production 
of this work should make specific rfH:ionunGndations upon the 
economic guidance of the country. It was undoubtedly hoped, 
nevertheless, that the critical appraisal of recent economic trends 
would throw light upon the causes of the present prosperity, and 
give a clear view of the forces which were making for strength 
and weakness in the economic situation. For these it is necessary 
to turn to the report of the Committee itself and to the concluding 
review of the investigations. Tho rej)ort is disappointing. It 
adds nothing to tho work of tho investigators in the way of 
intoqirotation. It contains such statements as : “ With rising 
wages and relatively stable prices wo liavo become consumers of 
what wo produce to an extent never before realised,*’ as if tho 
course of wages or tho stability of pri(‘es has anything to do with 
how far a community consumes what it produces. It makes such 
claims as that “ tho unit cost of iiroduction has been reduced,” 
when tho only thing that is certain is that production per worker 
has boon increased, and nothing is known of labour costs or capital 
costs per unit of output. Its main contribution is to stress tho 
importance of a state of economic affairs which is never defined 
but is variously referred to as “ stability,” “ economic balance,” 
tho “ balance of consumption and production,” ” economic 
equilibrium” or “dynamic equilibrium.” It appears to believe 
that this condition is becoming more evident in the United States. 
“ For tho seven years under survey a more marked balance of 
production-consumption is evident.” But this hardly squares 
with tho general complaint that is heard in ])ractically all industries 
of increasing over-capacity. “ Our intricate economic machino 
can produce, but it must bo maintained in balance. During tho 
past few years equilibrium has boon fairly W'oll maintained.” But 
is this view consistent with a period when intense sjioculation was 
bringing in its train crisis and industrial regression, in wdiioh banks 
and investment banks wtto forcing into oxisienco many mergers 
which had no economic justification save tho profits to bo made 
in floating their securities and in which agriculture w^as tho 
increasingly poor relative of industry ? Inhere may bo a 
technique of balance,” but it has yet to bo evolved, and tho first 
requisite will bo a group of definitions outlining what it is 
necessary to balance, and why. Indeed, the special investigations 
have very little to say upon tho general question of industrial 
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stability, and that is not all on one side. Professor Mills, in one 
of the most interesting chapters in the two volumes, comes to the 
conclusion that between 1922 and 1927 the price system was 
becoming increasingly stable, although even then it was simply 
reverting to the pre-war condition. It will be interesting, however, 
to see what changes in his generalisation will be necessary as a 
result of events since 1927. Some of the technical changes 
recorded might also seem to reduce the chances of sharp re- 
adjustments. The point is well made (p. 215) that the tendency 
towards delocalisation of industry may reduce the severity of 
industrial fluctuations. And since industrial skill is becoming 
more generalised, unemployment through maladjustment will 
perhaps be reduced (p. 517). But opposing forces are to be 
discerned. The increased use of electric power and its ease of 
transfer are likely to make industry more mobile (p. 128), and 
increase the social loss which arises from change in a complicated 
industrial society. There appear to be serious doubts whether 
the increased size of concerns brings increased stability (p. 200). 
There seems to be little evidence that construction has tended 
to greater stability in industry generally since 1920 (p. 253). 
Stability of employment is no greater in the post-war than in the 
pre-war period (p. 492). It is extremely doubtful whether such 
forces as intensive advertising or hand-to-mouth buying bring the 
increased stability which is often claimed for them. Whilst 
social aims and ends are so vaguely conceived, whilst one form of 
stability so often necessarily involves another form of instability, 
whilst the economic theory of dynamic condition^ is still so 
nebulous, the attempts to determine whether a whole economic 
society is becoming more or less stable and balanced appears to be 
a vain searching. 

Professor Mitchell, in a concentrated review, once again 
reveals his capacity for picturing the whole economic process, 
with its endless actions and reactions, its inflnite mazes of inter- 
dependence of parts, and the constant change in the internal 
structure of an industrial world which yet retains the charac- 
teristics of a system. He baldly declares the post-war prosperity 
in the United States to bo due to the fact that “ since 1921 
Americans have applied intelligence to the day’s work more 
effectively than ever before . . . the old process of putting 
science into industry has been followed more intensively than 
before.” Even here, however, doubts creep in. After all, the 
intensive use of machinery and the increased use of scientific 
methods largely account for the present state of agriculture. The 
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American industries which are depressed — cotton, coal, lumber, 
railways — are not to be distinguished from others by a lack of 
mechanical progress. And there appears to be another factor, 
not often mentioned, which may account for some part of 
American efl&ciency, but which is hardly connected with scientific 
method. The physical expansion and mechanisation of industry 
has required large savings. There are some suggestions scattered 
through these volumes that the necessary capital has been 
provided at extremely favourable rates of interest (see pages 731 
and 769 in particular). May it be that the American saver has 
become more “ efficient,” in the sense that he is willing to save 
much more at lower rates of return than formerly, and has thus 
hurried on the intensive investment which is impossible in other 
countries ? Many other questions are raised by Professor 
Mitchell’s pregnant analysis. How commonly is the doctrine of 
“ high wages ” among employers held (p. 866) ? In discussing 
(p. 886) what might have happened if there had been no restriction 
of immigration the statement is made that national income would 
probably have been greater in the aggregate, but less per capita. 
This would seem to imply that the ” optimum population,” at 
least for the time being, had been reached in the United States, 
but no grounds are advanced for this view. 

Even if the present pioneering examination of the American 
economic system had done no more than raise such questions, it 
would have justified itself. It has, however, done a great deal 
more. It has set the seal on a new function of government — the 
preparation of a running commentary on industrial trends. It 
has provided a base investigation from which much subsequent 
work might be measured. It has revealed many gaps in statistical 
knowledge which might easily be filled. For all these reasons it 
is to be hoped that the issue of a bulletin of this sort will be a 
periodical event. 

J. Jewkes 

University of Manchester, 


The National Income and Its Purchasing Power, By Professor 
WiLLFORD I. King. (New York : National Bureau of 
Economic Research . 1 930. ) 

The investigation of which the results are contained in this 
volume is in some respects a sequel to the well-known publication 
“ Income in the United States, 1919,” issued also by the National 
Bureau, and many of the statistics have already been given in 
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other similar publications, especially Recent Econ<mic Charigea, 
which relate to the period 1922-28. The present inquiry covers 
a longer period, giving figures for each year from 1909 to 1928, 
though most of the statistics after 1925 are marked as provisional. 

The great difficulty of using the results of this investigation 
lies in the absence of clear references to authorities for the figures 
quoted, the want of sufficient explanation of the methods used in 
making the rough estimates which commonly form essential 
parts of the tabular statements, and generally the impossibility 
of criticising the basis of the figures so as to form any reasonable 
estimate of their probable accuracy. Statisticians and economists 
ought not to be asked to accept results on personal authority, and 
there have been serious criticisms of parts of the earlier works on 
which this dejoends. In these circumstances it seems best not to 
give further currency to any of the estimates till they have been 
examined adequately with the help of statistical technique, but 
only to describe the processes and to comment on some novelties 
of method. 

The numbers of persons occupied in the various industrial 
groups are estimated from various official sources, and they are 
separated into wage-earners, salaried, and entrepreneurs. Some- 
how or other, statistics are produced of the aggregate of income 
in each year in each of these classes, including also an estimate for 
the annual value of dwellings and some other durable possessions. 
By a combination of these estimated totals, average annual 
earnings, salaries, etc., are shown for industrial groups, and many 
other derived statistics are exhibited in tables and diagrams. At 
a later stage the income-tax statistics are used to ascertain the 
number of recipients of income in four very broad groups, but, as 
usual, no criticism is given of the validity of these figures, and 
their relationship to the totals already used is not discussed. 

The results are throughout stated not only in current dollars for 
each year, but also in “ 1913 dollars.” It is argued that since the 
income computed is spendable income, whether in fact it is spent 
or invested or arises from earnings or property, the index -numbers 
to be used for the revaluation (or deflation) ought to be those 
based on retail prices rather than those based on wholesale prices. 
Five series of index-numbers are given, said to bo applicable 
respectively to (1) urban manual and clerical w^orkers, (2) farm 
labourers, (3) farmers, (4) families spending $5,000 annually for 
“ direct goods,” (5) those spending $25,000. These index-numbers 
would be very interesting if wo knew how they were compiled. 
Whichever is regarded as the most appropriate of these series is 
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applied to each of the columns already given in current dollars. 
The first section of the book (180 pages, 33 tables and 27 
diagrams) contains the analysis so far described. 

In the following chapters questions of the value of stocks, 
shares, bonds, etc., and the various classes of interest paid are 
considered. An attempt is made to estimate the aggregate of 
invested capital and its value year by year on the basis of market 
quotations and index-numbers. The author hardly seems to be 
aware of the difficulties of such estimates, nor of the work already 
done on the problems. Undeterred by the ambiguity of the 
estimates, he proceeds to deflate the dividends and the capital 
value by one of the retail price indices already used, on the ground 
that “ there is little chance of constructing index -numbers on the 
basis of articles actually representing the physical wealth of each 
industry or of all industries combined. Since this method is not 
practicable, recourse has been had to a procedure which has its 
advantages and disadvantages. This procedure is to ascertain 
the comparative physical quantities of direct or consumers’ goods 
which could have been obtained by the owners of the industries 
in question, at the various dates, had they sold their securities at 
the market prices prevailing and used the money thus obtained 
to buy direct goods. This concept is definite and specific.*’ 
Sufficient comment on the process is to say that by it railroads 
were worth $17,660,000,000 in 1908, but only $12,100,000,000 
in 1925. 

The next stage is the adjustment of the realised national 
income computed in Chapter IV by adding or subtracting the 
increase or decrease of the value of property, avoiding double 
reckoning by subtraction from the capital value all new money 
invested out of income. The whole process is followed out both 
in current dollars and in 1913 dollars. No doubt in the balance 
sheet of a company it is correct to value the assets at the beginning 
and end of the year as an element in assessing the net gain, though 
in practice there is great variation in the method of evaluation. 
But no individual considering his income for the year would add 
or subtract any nominal change in the value of investments which 
he did not realise. In this respect income is surely defined 
rightly as for income-tax assessment unless, in fact, a man’s 
livelihood depends on successful stock speculation. Further, the 
assumption that (e.g^. in 1921) the nominal increase in capital 
holdings of $15,000,000,000 could have been realised and spent 
in direct goods without affecting the value of the stock or the 
prices of the goods, is evidently not valid, and its utility as a 
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working hypothesis is very doubtful. In brief, changes in value 
of capital are not on a parity with realised income, and the 
two should not be combined, even though it may be useful to 
show them together. To go further, and deflate all by hazardous 
index-numbers to value in 1913 dollars, is not to give in any intel- 
ligible sense the “ Total Income (in 1913 dollars) of the people of 
the Continental United States,” but only the result of hypo- 
thetical arithmetic. By this method the income per head in 
1915 was $521, in 1916 $254, in 1917 $127, and in 1918 $269, all 
deflated for the increase of prices. 

While there may be difference of opinion about the reasonable- 
ness of several of the processes followed, there will be agreement 
that the results of an investigation of this kind ought to be 
thoroughly documented, and the exact basis of the statistics shown. 
The National Bureau of Economic Research is doing a disservice 
to the progress of statistics by issuing publications of this nature, 
which are widely quoted as authoritative. A. L. Bowley 

The Imperial Banka. By A. S. J. Baster, B.Com., B.Sc.(Econ.) 

(Lond.), Assistant Lecturer in Economics, University College, 

Exeter. Pp. ix -1- 275. (London : P. S. King & Son, Ltd. 

1929, I2s. 6d. net.) 

Tins volume is the third of series of investigations into 
some aspects of present-day British banking undertaken by the 
Department of Economics at University College, Exeter. It 
represents an attempt to tell something of the history and present 
position of the well-defined group of London banks operating 
mainly in the countries of the British Empire.” There were 
twenty-five such banks, of which seventeen were still operating 
in 1877 and eight of them w^ere established between 1826 and 1840. 
A disordered state of the currency, high local rates of interest, and 
lack of capital characterised all the outer Empire, and the local 
banks w'ere too weak to aid the development of their areas. In 
Britain, on the other hand, there was abundance of funds for 
profitable investment abroad, for which Canada, Australia, and 
the West Indies offered a fair chance of success. In South Africa, 
it is stated, the Colonial Office was ‘‘unwilling to subject the 
feeble Government institutions to competition from powerful 
London banks,” while in India the East India Company was 
concerned to support the Presidency banks, and the important 
Agency Houses in Calcutta had established an effective system of 
private banks. 
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The approved method of establishing the Imperial banks was 
by Royal Charter, since, apart from questions of prestige, such 
incorporation secured the privilege of limited liability and 
imposed upon the British Government some moral responsibility 
towards the subscribers of capital for the substantiality and good 
management of the proposed promotion. By 1840 the Treasury 
and the Board of Trade worked out a code of regulations forming 
a model charter. The liability of shareholders was limited to 
twice their holding, debts and engagements were not to exceed 
thrice the paid-up capital plus deposits in specie or Government 
paper, periodical accounts were to be published; no monopoly 
was conferred and the notes of the banks were not legal tender. 
“ Both the colonial joint-stock banks proper, and the chartered 
Colonial banks operated from London, were subjected to super- 
vision from the time of their foundation. Their flotation and 
organisation, the kind of business they should do, their relations 
with their shareholders and with the colonial governments, were all 
supervised, more or less closely, by the home Government, with the 
help of a set of rules applied universally throughout the Empire.’* 
Omitting the Ottoman Bank (1826) and the Bank of Mauritius 
(1831), the charter of which was obtained by special arrangement 
from the Governor, the first bank chartered by the Crown to 
operate in the Colonies under direction from London was the 
Bank of Australasia, which started in 1832 and received its 
charter in 1835. It met with great opposition from the local 
banks and the State Governments till its competition by reducing 
discount rates and providing more credit brought it into favour. 
The Bank of South Australia, which started in 1837 and received a 
charter in 1841, followed. The Colonial Bank (chartered 1836), 
with a capital of £2,000,000, “ was in its day the most important 
Empire Bank in existence ” ; it was really established by the West 
India merchants, and is now in the Barclay group. Banking 
was more strongly established in Canada than in the other 
colonies and, consequently, the Bank of North America, incor- 
porated in London in 1836 with a capital of £1,000,000 and 
chartered in 1840, met with less opposition, despite its power; 
it was not allowed to accept deposits in London or, till 1852, to 
issue notes under £1. The only other chartered bank operating 
in Canada (except the Bank of Montreal and the Bank of Quebec, 
which worked for a short time under Royal Charters obtained 
in 1837 pending the securing of local charters), was the Bank of 
British Columbia, founded in 1858 at the time of the gold 
discoveries in that province. 
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In 1836 a numerous and influential body of promoters pro- 
posed to establish the Bank of India with a capital of £5,000,000, 
which was intended to absorb the existing banks, but they could 
not overcome the hostility of the Indian Government and the 
Bank of Bengal, and a similar project for a Bank of Asia in 1840 
covering all the East broke down because the East India Company 
objected to its being allowed to do exchange business. The Bank 
of Ceylon, chartered in 1840, was an unsuccessful “ planters* 
bank,** absorbed in 1849 by the Oriental Banking Corporation, 
founded in 1842 and chartered as the Oriental Bank in 1851. The 
Oriental Bank had the right to do exchange business in India, and 
to prevent its having a monopoly of such business the Chartered 
Bank of Asia and the Chartered Bank of India, Australia, and 
China received their charters in 1853, but without the right of 
note-issue. Government opposition in South Africa was successful 
in excluding the Bank of Australasia from that territory and in 
maintaining the weak local state banks. 

“ The privilege of limited liability, for which the Chartered 
Banlis had been willing to submit to so many hampering restric- 
tions, was extended to any banking company of seven persons by 
the Act of 1858 and the consolidating Act of 1862,’* and between 
1857 and 1866 some twenty-seven limited liability banks were 
founded to operate in the British Empire. The gold discoveries 
were a stimulating factor, but the Overend Gurney crisis proved 
a severe test for the weaker institutions and several chartered 
banks were brought down. The charter system, however, had 
now served its purpose in carrying Emi)iro banking through its 
early stages, and had to yield before the greater flexibility of the 
new system. In 1880 the Treasury drew up a new Model Charter 
in which it surrendered most of its powers and duties. 

A very important chapter deals with central banking in the 
Empire. The story of the crisis of 1893 in Australia cannot be 
repeated hero, but that disaster led to the founding of the Common- 
wealth Bank in 1911, to cariy on a general banking business, 
virtually as a government bank, in order to break the banking 
“ ring.** In 1924 it was converted into a Central Bank, but still 
retained its commercial functions. “ The Commonwealth Bank 
does not control reserves, it cannot manipulate money rates and 
thus control credit. The Anglo-Australian banks and the local 
Australian institutions are far too interested in the London money 
market to make much use of a local Central Bank on the orthodox 
model, even if one were provided, and they are hardly likely to 
look for general leadership to a competing institution.** In India 
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tho situation was complicated by the conflict of interests and 
powers between the Presidency and the Exchange Banks, but the 
problem of central banking “ has resemblances in principle to 
that in Australia.” The Imperial Bank is exjDocted to function 
both as a central and as a commercial bank, but it has no control 
over the note issue. Moreover, “in times of stringency the 
Exchange Banks, whose Head-offices are all abroad, might (and in 
most cases do) look to I^ondon, and not to tho Imperial Bank for 
assistance, and in any case the constant availability of this 
assistance would at all times make it difficult for tho Imperial 
Bank to bring tho market under its control by any of the devices 
known to the more fortunately placed European banks.” South 
Africa has only two large commercial banks, the Standard and the 
National, both directed from London, but in 1920 a Central Bank 
was established after the American style, to hold the reserves of 
the other banks, to have the solo right of note-issue, to discount 
bills, undertake exchange business, etc., but not to accept time 
deposits or pay interest on current accounts or grant overdrafts. 
“ In regard to exchange, it can exert great influence on rates, as 
it normally holds largo London balances, on account of its con- 
nection with the Government ” ; the gold i)roducers also sell gold 
“ to tho Reserve Bank for minting, and thus the Reserve Bank 
now ships gold for sale to London and re-sells the sterling obtained 
thereby, the effect being further to strengthen its influence in the 
foreign exchange market.” There are no central banks in Canada 
or Now Zealand. Mr. Raster concludes that the lack of local money 
markets and the close association of the local banks with London 
must definitely restrict the development of central banking in the 
Dominions and Colonies. 

A final chapter treats of the progress of the integration move- 
ment in tho banks of the Empire, and Appendices deal with 
Empire trade, tho list of chartered banks, and financial expansion 
of the Empire banks. Mr. Baster can rightly claim that his book 
“ breaks entirely new ground,” and it is to bo recommended as 
interesting, informative and important. 

Henry W. Macrosty 

Unsolved Prohleins : Ndiioncbl and InternaiionaL By John S. 

Heciit. (Jarrolds. 1930. Pp. 288. 16*'.) 

This is a very robust, vigorous and combative book. It is 
probably true that for tho ordinary reader the unsolved problems 
will still remain unsolved at the end of his perusal of Mr. Hecht s 
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volume ; indeed, he may be in some doubt as to what exactly is 
the solution which Mr. Hecht recommends. One ought not to 
read Mr. Hecht for his conclusions, which have a way of wrapping 
themselves in a certain obscurity and vagueness. He should be 
read as a licretic, rejoicing in his heresy ; and, so read, he fulfils 
the highly useful purpose of initiating discussion on fundamentals, 
and thereby arousing from his complacency the complacent 
economist. For it is a remarkable quality in Mr. Hecht’s work 
that though professedly it discusses two questions only — one 
national and the other international — he proceeds on the per- 
fectly sound principle of the ultimate relevance of all things to 
each other. Consequently there are few economic questions 
which are not somewhere discussed in his pages. He is an adept 
at raising hares ; the chase, while it lasts, is exciting and exhilarat- 
ing ; it is only in retrospect that somehow one has difficulty in 
recalling what exactly, if anything, happened to the innumerable 
company of hares that provided the day’s entertainment. 

The first of Mr. Hecht’s problems is that of wages, with which 
is connected a just distribution of wealth and many other ques- 
tions. His essential starting point is that wages spring from 
division of labour, and he quotes with approval Condillac’s 
definition of wages as “ the share of the product which is due to 
the workers as co-partners.” In his further elaboration of what 
this share should be, Mr. Hecht’s argument — and this quite 
apart from any consideration of the validity of his conclusions — 
follows a course which to most will appear logically inadmissible. 
In effect he contrasts the period before the introduction of 
division of labour, when every family worked on its own, and 
when ” every worker, with the assistance of his wife, must have 
been able to produce year by year the subsistence of an 
average family ” (p. 29) with the subsequent stage, following the 
introduction of division of labour. From the comparison between 
the two stages Mr. Hecht draws the inference that, since division 
of labour increases production, a similar minimum reward at least 
must be paid to the worker to-day. With this conclusion few 
will quarrel, but likewise few will accept the reason Mr. Hecht 
gives : “ Did he receive a lower wage, he would be better off 
without division of labour.” For in dealing with our problems 
to-day no appeal can usefully be made to what might have 
happened under conditions which have been irrevocably 
abandoned and which are wholly hypothetical. 

The same somewhat irrational appeal to history underlies 
Mr. Hecht’s arguments for Family Endowment, which he incor- 
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poratcs as an essential part of his wage theory. Surveying 
history, but not too closely, he lays down this general principle : 

Without division of labour a share of the prodiu-t is really duo from workers 
having leas than the average number of dependents to those having rtwrCt and 
when labour is divided the minimum wage must vari^ according to the number of 
dependents (p. 30). 

The basis for this sweeping statement is that in the early com- 
munity the “ worker who came of a large family ho.d . . . perforce 
to be supported during adolescence by produce taken from 
workers with less than the average family ” (p. 31). To be quite 
candid, one docs not know very much about the “ worker ’’ in that 
simple agricultural community which Caesar visited; but Mr. 
Hecht goes further, and asserts that up to the eighteenth century 
the payment of wages according to tlic number of dependent 
persons was the custom in every civilised country. This doctrine 
of ‘‘ the universality of family endowment in bygone days ” can 
only be accepted by those w^ho prescribe to history the lessons 
w^hich she shall teach. 

But though Family Endowment is fundamental to Mr. Hecht's 
view of wages, it is only one of a vast numbor of topics on which 
lie finds occasion to discourse. Not infrequently he is guilty of 
tilting at what he conceives to be accepted economic doctrine 
rather than at economic doctrine as it is ordinarily understood by 
the faithful. It is possible to note here only a few of the more 
exciting discussions. Mr. Hecht’s fundamental view of wages 
involves at bottom a belief in indefinite progress, and at times one 
catches a whiff of the pure optimism of ( ’arey. Thus the Law of 
Diminishing Returns has no foundation; it was “ conceived by a 
country parson who should have known better ’’ (p. 40). There 
is a lengthy attack on the idea of competition as the prime 
motive to progress; with Rae, Mr. Hecht attributes progress to 
invention and to man’s endowunent with productive intelligence. 
The discussion is interesting, but one rightly suspects that there 
is behind it a good deal of confused thought, when it is suggested 
that self-interest provides a better stimulus than competition. 
The Law of Supply and Demand is another subject on which 
Mr. Hecht WTites strongly, and apparently feels strongly ; so also 
he exposes the “ utter fallacy ” of that dowdy platitude, the 
Quantity Theory of Money, though, indeed, much of his exposure 
of its “ hollowness ” amounts merely to a more careful statement 
of the theory than is sometimes presumed to be necessary on a 
first acquaintance. 

One of the most revolutionary parts of Mr. Hecht s discussion 

XX 2 
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is that which concerns value, where the tendency of his argument 
is to overthrow all tradition, and to prove that value is an intrinsic 
physical property of matter. “ Indeed, if value is not an intrinsic 
physical property of matter, the expressions good value, a bargain, 
your money’s worth . . . are, or all language seems to be, mean- 
ingless ” (p. 98). His absolute is a physiological one, resting on 
fat, protein, salts and vitamincs; in fact, ‘‘ the minimum average 
daily food consumption of a whole people represents a definite 
quantity of commodities in every climate ” (p. 92). The value 
of such a definite quantity of commodities rests on the fact that 
it keeps a family alive for a day, and therefore their value ‘‘ is 
absolutely independent of the esteem in which they are held by a 
particular individual at a particular time ” (p. 93). Here, then, 
is the economic constant : but though wo may be confused by the 
breathless argument, our confusion is not so great as to lull our 
suspicions that Mr. Hecht is still more confused. For this 
economic constant is not a value at all; these things may be 
capable of rendering a constant service; but it is the purpose 
which they serve, and not the value attached to that purpose, 
which is constant. And Mr. TIecht’s difficulties emerge on the 
application of his theory on the basis of necessaries, time-saving 
devices and luxuries. For luxuries frankly elude his test. “ For 
pleasure there exists no known measure ” (p. 99), and therefore 
to luxuries a definite utility cannot be ascribed ; their value cannot 
be measured. So also it is axiimrcntly unnecessary to measure 
the value of coal, iron, tin and all other such things; chiefly 
because they “ arc provided by nature; man has merely to find, 
fetch and clean them ” (p. 100). All this may be a theory of 
something ; but it is certainly not a theory of value. 

Only one point in the second part of Mr. Hecht’s volume can 
be noticed here. In his solution of the international jjroblem, 
he reveals himself as a thorough-going Frotectionist, for whom it 
is difficult to find any parallel in the history of economic doctrine. 
At the root of all his theorising, however, there lies an ambiguity 
of definition which vitiates much of the crispness of his argument. 
His theory rests on a sharp distinction between complementary 
imports and competitive imports. Even admitting that there is 
an obvious broad distinction, and that the older theorists rather 
assumed the case of complementary imports in their theory of 
foreign trade, one wonders whether, in fact, the distinction can 
be drawn with the assurance and firmness which Mr. Hccht’s 
theory seems to postulate ; and one’s doubts are confirmed when 
one reads that imports which remedy any deficiency in the home 
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supply must be regarded as complementary (p. 274). Mr. Hecht’s 
ideal is the rigid exclusion of competitive imports, almost the 
geschlossene Ilandelsstaatj and, as not infrequently, his point of 
view comes out in curious obiter dicta. Thus, though we have in 
the past been proud of our shipping, Mr. Hecht tells us that “ if 
one considers the hardships undergone by those engaged in mari- 
time transport, carrying other i)eople’s goods about the world 
seems a lowly ambition for a civilised people ” (p. 225). 

To read Mr. Hecht is like walking on the Downs on a stormy 
day in March, when one is buffeted by contrary winds from every 
quarter of the heavens, and returns home at night tingling, but 
none the worse. Yet the book has tw'o pervading defects. First, 
it has all the appearance of having been written in a hurry. 
There are sweeping generalisations, so easy to make, so difficult 
to verify ; there are arguments which ought not to have reached 
a second reading ; there are, on points of detail, fatuous criticisms 
of Adam Smith, which are little better than quibbling debating 
points. The second general criticism is that it would be well if 
Mr. Hecht mislaid his Gidc and Rist. It would ill become anyone 
to speak ill of that most excellent publication ; but even a good 
book may become a snare, if relied on too exclusively. Mr. 
Hecht sees the whole history of economic doctrine through the 
eyes of Messrs. Gide and Rist, whom he qiiotes in season and out 
of season. It may be academic pedantry, but one dislikes having 
the very non-Smithian language of Gide ami Rist presented to 
one as the very words of Adam Smith. In the eighteenth century 
they spoke with a dignity of their own in Kirkcaldy. 

Marisclial College, A. Guay 

Aberdeen, 

Industrial Society, By L. C. Marshall. (Cambridge University 
Press. 3 vols. 455. Gd.) 

These three volumes arc a revised and enlarged version of an 
earlier work composed by Mr. Marshall for the University of 
Chicago Press, and intended for use by teachers and students 
in the first part of the college course. The material of each 
volume consists of passages from a large variety of economic 
writers, sometimes given in full, sometimes condensed, and giving 
an orderly arrangement of the actual economic material and of 
the different angles from which it is appraised and judged. 

The first volume, entitled “ The Emergence of the Modern 
Order,’’ is historical, giving a rapid selected survey of the steps by 
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which the aninical man advanced to his present competence in 
handling his material and human environment for the better 
satisfaction of those needs where scarcity was the prime obstacle. 
The earlier types of economic organisation, slavery, serfdom, the 
manor, the gild, the beginnings of commercial, financial and 
industrial capitalism, carry us forward to the business structure of 
the modern w'orld. 

Volume II, entitled “ Production in the Modern Order,” is 
('ngaged in two closely related but distinguishable tasks. First, 
it presents an objective account of the forms and functions of the 
different types and units of production, with an analysis of the 
part played by natural resources in supply of materials and power. 
It next proceeds to set out the human factors of skill and know- 
ledge, together with the personal incentives which under social 
control constitute the main operative forces in a system of 
competition and private prox>erty. 

The new technology, especially in America, is described in 
considerable detail, in its application to agriculture, mining, 
manufacture, transport, commerce and finance, and the personal 
problems of economic conduct, in respect of motives of efficiency 
are subjected to full discussion, the differing views of economists 
upon controversial questions receiving fair representation. 
Specialisation, Concentration, Mass Production, and the modern 
trends towards combination and monopoly are illustrated from 
a number of separate sources, in their bearing upon efficiency and 
productivity. 

The third volume, “ The Co-ordination of the Specialists in the 
Market,” spends its opening chapters in presenting in detail the 
features of the money market, as chief co-ordinator and director 
of the flows of capital into the several industries. A market is 
primarily a monetary phenomenon from the standpoint of its 
sellers and buyers, so that the money market, as presented in 
banking, insurance and finance, is the market of markets, the 
central power-status of the economist system. An interesting 
discussion as to the influence of rates of interest on saving, and 
of the theory of interest itself, is interposed between passages 
descriptive of the play of money markets. 

Money is not, however, the only co-ordinator. The labour 
market, with its flows of working power between places and trades, 
though less facile in its mobility than money, is of great importance. 
Thus we are introduced into theories and practices of wage policy, 
trade unions and governmental regulations, and other influences 
affecting the wage-contract and the efficiency of labour. But 
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enterprise and management, standing behind the flows of capital 
and labour, the brain-controls of industry, the determiners of 
risk-taking, the calculators of future markets, require a close 
consideration, for upon their efficiency “ profits,” the central 
urge of capitalist industry, chiefly depend. How far is the co- 
ordination of private enterprises and individual seekers after gain 
a sound economic system? Some divergent answers to these 
questions arc given in the closing sections of this comprehensive 
work. 

Mr. MarshalFs skill in selection and in the difficult task of 
organising his mass of material is to be commended highly. I am 
not, however, sure that he is justified in leaving out all con- 
sideration of the biiilding up of standards of consumption and of 
the interaction between the changing arts of production and con- 
sumption. In his introductory passages he relegates the analysis 
of “ wants ” to something he calls “ psychology,” and which lies 
outside economics, the latter being concerned with “ the processes 
by which men get a living.” 

Critical readers may sometimes question whether in his 
sections of interpretation Mr. Marshall has always given equality of 
opportunity to two different sides, especially in modern monetary 
problems. But, taken as a whole, the book is conducted with skill 
and impartiality, though American first-year students must possess 
a high measure of intellectual acquisitiveness if they are prepared 
to assimilate the immense amount of complicated food these 
volumes provide. 

J. A. Hobson 


The Economics of the Coal Industry, By R. C. Smart, M.C., 
M.I.M.E. (London : P. S. King k Sons, Ltd. I2s. Qd.) 

Tins book is principally devoted to a review of the present 
economic position of the Coal Industry, but, as the author points 
out, the close relation of that industry to the heavy basic indus- 
tries in general calls for a study of the ‘‘ industrial architecture ” 
of the whole of these industries. In his rather cumbersome style 
he states that “ our heavy industries, operating largely on an 
unremunerative basis, are distinguished by a heavy burden of 
excess capacity of production, together with the principle of the 
retention of foreign markets at the cost of high prices to the 
home consumer.” In view of this, he advises financial reorgan- 
isation along with the scrapping of redundant plants. He also 
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stiitcs that “ a fruitful source of error subscribed to in this country 
is the taking from industry of too substantial a sum in dividends.” 

Tlio subsequent chapters of Mr. Smart’s book are largely 
based on these assumptions, but he has produced no evidence to 
prove their accuracy. If he had made an investigation of the 
facts ho would havo found that the dividends paid by these 
unrcmuncrative industries have been almost negligible during the 
last decade. In Chapter III he gives a very complete summary 
of the present condition and prospects not only of the Britisli 
Coal and Iron Industries, but also of the Gas Industry, Electrical 
Power Generation, and the Cotton and Woollen Industries. In 
the following chapter the European Coal Industry is similarly 
dealt with. Summing up these chapters, the author says, “ It is 
obvious that we have to face the most critical time of the post- 
war period before w^e recover our lost competitive strength. The 
danger of the whole position,” he adds, ‘‘lies in the stubborn 
opposition of the British industrialist to the recognition of the 
econom ic position . ’ ’ 

“ Torpescence and stolidity of temperament,” he goes on to 
say, is an unfortunate characteristic generally of those in control 
of our heavy industi'ics to-day and in an increasing respect in 
regard to coal-mining.” 

It is with the (V^al Industry that tlic author’s relations are the 
most intimate, and in Cliapter II he gives an excellent account 
of certain collieries witli which he is acquainted, and finds them 
to bo most ellicient niul up to date. In view of this finding, are 
we not compelled to assume that his condemnation of the 
‘‘ torpescence and stolidity ” of the coal-owners as a body is 
based on a gratuitous assumption of the backwardness of the 
collieries with which ho has no acquaintance ? Surely this is 
reversing with a vcng<^ancc the accepted method of arguing from 
the known to tlu^ unknown ! He also finds that “ the general 
level as regards mechanisation of plant and engineering methods 
in this country is sadly behind that of our competitors.” 

In support of this contention he gives the output per man 
shift on the Ruhr as 20 to 20 cwts. The actual figure as shown 
by statistics published by the Mining Association of Great Britain 
is 24-44 cwts. The corresponding figure for Yorkshire is 24-5 cwts. 
The author should have mentioned that the figures for the Ruhr 
arc considerably above the average; for example, the output 
per man shift for the Saar is under 17 cwts. and for Belgium is 
less than 12 cwts. 

It would surely have been relevant to a discussion on the 
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subject of European competition to have shown also the 
comparison between the wages earned per man shift. 

The table given on p. 28 of the book shows that in the British 
coalfielcjg the average earnings per man shift in August 1928 
were 95. 3'25d. For the same month the earnings per man shift 
on the Ruhr were 85. 7*98ri., in Lower Silesia they were Gs. 3•G0^Z. 
and in Polish Silesia 4.9. l-43d!., according to statistics. 

The author appears to be very much impressed by the 
economies effected by Rationalisation in the Ruhr Coalfield, but 
it is noteworthy that German economists arc not by any means 
convinced that the results obtained justify the enormous outlay 
incurred. 

In discussing marketing schemes, Mr. Smart strongly advo- 
cates the closing of collieries which are at the moment unable to 
earn a profit and the concentration of production at the more 
fortunately situated collieries. If collieries were manufacturing 
concerns with more or less static conditions, this proposal would 
have considerable weight, but unfortunately, owing to changing 
circumstances underground, the colliery which to-day is pros- 
perous may easily become the reverse within a year or two. On 
the other hand, the so-called ‘‘ uneconomic colliery ’’ is almost 
invariably being carried on in the expectation that underground 
conditions will improve. 

There is one point which Mr. Smart appears to have overlooked 
in connection with voluntary marketing schemes, and that is the 
presence of a recalcitrant minority. In all departments of human 
activity there is always a small minority who refuse to join in 
schemes for collective benefit, hoping to secure the benefit of 
these without contributing to the cost. It is the existence of 
these minorities in the Coal Trade w^hich has led a Socialist 
Government to form it into one of the hugest Trusts ever known 
in the history of industry. Under this law' British coal-owners 
are compelled to join a Trust wdiich has the power to fix minimum 
prices, and to punish by heavy fines those who sell coal below 
such prices. 

It is a pity that the author, by the continual intrusion of 
offensive comments on the mentality of both the ovvners and 
workmen, has spoiled what might have been a good and useful 
contribution to the discussion of the difficulties of the present 
economic position of Great Britain. Such a statement as (p. 200) 
Directors of Companies that heave possibly paid up to 900 per 
cent, in dividends in about thirty years will say ‘ To hell w'ith 
posterity depreciation and development accounts, let us have our 
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dividends/ ” is certainly not helpful in the discussion of this 
most important and intricate subject. R. W. Dron 

The University, 

Glasgow, 

The Past ami Present of Unemployment Insurance, (Sidney Ball 
Lecture, 1930.) By Sir William H. Beveridge, K.C.B. 
(London : Oxford University Press, Humphrey Milford. 
1930. Pp. 47. 2s, net.) 

WhaVs Wrong with Unemployment Insurance ? By Ronald C. 
Davison. (London, New York and Toronto : Longmans. 
1930. Pp. 73. 2s, 6d. net.) 

Both authors emphasise the change in the Unemployment 
Insurance system from the original intention of its founders and 
of the Act of 1920. The present position, indeed, calls for a 
careful reconsideration of what should be its scope and object, 
and since, as Sir William points out, the attempt to use it to deal 
with all the unemployed is bound to fail, it is necessary to work 
out the limits within which Unemployment Benefit rather than 
other methods can afford the right instrument for the purpose. 
To do this is one fundamental object of both authors. It is not a 
question of “ provision ” against “ no provision,” but rather of 
the form in which different classes shall be provided for. Sir 
William, in his Uneniployment, a Problem of Industry, emphasised 
twenty years ago the need to provide both “ for those who are 
working and those who are waiting for work,” in the sense of being 
idle from the operation of purely industrial causes, and likely 
before long to return to the ranks of industry. But at the present 
day there is the very difficult problem of the large number who 
from many causes have little or no opportunity, without re -train- 
ing, of returning to the ranks of the genuinely employed, and who 
are not suitable subjects for the benefit. 

The original experimental system of 1911 and, at its first intro- 
duction, the almost universal insurance of 1920, aimed mainly at 
dealing with limited risks of industrial fluctuation, and established a 
definite contractual relation between the benefits received by the 
individual workman and the premiums paid in rcsiiect of him. 
But, as Sir William remarks, this system “ never had a chance,” 
and he sums up the history of the last ten years as a change 
“ from insurance by contract to relief by status,” In fact, the 
effort has been made, as with the proposals of the Blanesburgh 
Committee, to provide benefit for all genuine unemployed for the 
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term of their unemployment, though, indeed, by reason of the 
provision for the so-called “ transitional periods,” the safeguards 
proposed by the Committee have never been put into effect. The 
present working of Unemployment Insurance is strongly con- 
demned by both authors as out-relief in the form of insurance, 
with employers* and workmen’s contributions forming in the 
circumstances one of the worst of taxes — a tax on employment. 

Both authors agree in recommending a limitation of the system 
of insurance to those classes of workers who are suited for it, if 
necessary on more generous lines. Mr. Davison, for instance, 
proposes a maximum of one week’s benefit for three, and not, as 
in the Act of 1920, six weeks’ contributions. Both also favour 
the use of a reformed Poor Law Authority to deal with the un- 
employed outside the Insurance system. Mr. Davison devotes a 
considerable portion of his space to dealing with this subject, 
including a discussion of the suitable financial contribution by 
the central government. His views obtain mucli support from the 
work already done by the London Public Assistance Authority. 
He makes out on the whole a good case for tliis proposal, though he 
perhaps skims rather lightly over some of the difficulties, notably 
the case of the backward authorities. He is also, perhaps, unduly 
severe on the considered proposals of the Blancsburgh Committee, 
which, owing to the “ transitional ” provisions, seem never yet 
to have been fairly tested. Sir William has some excellent 
criticisms of these proposals in principle and detail. 

Sir William’s general treatment is concerned mainly with the 
past history of the Insurance System and with certain specific 
suggestions. Like Mr. Davison, he trusts to a reformed Poor Law 
Authority for those unsuitable for insurance, though without 
working out this proposal. His treatment of the origins and de- 
velopment of the system is unusually good and of very great value. 
It is possible, indeed, to criticise certain detailed points. Thus, 
refusal of suitable employment, as a sixjcific ground of loss of 
benefit under the Act of 1911, appears to be omitted. Similarly, 
the statement that “ all important trades,” presumably referring 
mainly to the bigger textiles, were kept out of the Act of 1916, 
appears too sweeping in view of the inclusion of such industries as 
iron and steel, chemicals, and explosives. But these are very 
minor points. 

He also rightly stresses the undue burden put upon the fund 
by some of -the more fluctuating or worst organised trades. The 
system, whereby, as with dock-labour, an industry can receive 
several times what it puts in, or whereby this and certain others 



()74 TllF. ECONOUnC JOrUNAL [DEO. 

‘‘ have since the ^var built up again their old under-employed 
reserves of laboTir and thrown the cost of maintaining them on 
Other industries and the taxpayer through insurance/* obviously 
needs revision. But Sir William perhaps over-emphasises this 
disparity bctwec'ii the contributions and benefits of different 
industries. That the disparity is excessive can hardly be denied, 
but allowance must be made for the fact that the greater unem- 
ployment in the fluctuating trades, as with the seasons in building, 
long-period fluctuations in the machine industries, and day to 
day movements at the docks, is caused partly by the needs and 
demands of the public and the less fluctuating trades, and to 
that extent should be met by the former in the State contribution 
and by the latter in paying contributions in excess of what they 
rect‘ive in benefits. Similarly, too much stress is perhaps laid on 
the relation of individual contributions and benefits since, as 
was pointed out by the Blanesburgh Committee, so long as total 
contributions and costs balance, the scheme as a wliole may be 
held to be solvent. 

“ The dangers lie not so much in the risk of demoralising 
recipients of relief, as of demoralising governments, employers 
and trade unions, so that they take less thought for the prevention 
of unemployment.” In this connection, Sir William holds that 
individual malingering is greatly exaggerated and tliat what there 
is could be eliminated by adequate co-operation of employers with 
the exelianges in notifying vacancies for work. Indirectly, 
however, there is the tendency of trade unions to insist on un- 
economic wage rates, and to scarcely veiled manipulation of 
the scheme by employers and workmen in concert,” as with the 
use sometimes made of the short-time system. His most in- 
teresting proposal is for the scheduling, under financial conditions 
much more severe than the normal, of trades witli excessive 
unemployment, such as building, docks and cotton, to enforce 
reorganisation and get rid of surplus labour. His treatment of 
this and many other subjects well merits the most careful 
consideration. N. B. Dearle 

Co-operative Marketing of Agricultural Products. By Newel H. 

CoMisir. (New York : D. Appleton & Co. 1929. Pp. xxii + 

479. 125. Cd.) 

As the American custom of printing what is technically known 
as a ‘‘ blurb ’* upon the jacket of books has been adopted in the 
case of the present volume, an English reviewer cannot, in the 
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first instance, do better than quote from the designation of its 
scope as approved thus by author and publisher. “ Congress has 
entrusted half a billion dollars to the newly created Federal Farm 
Board for the extension of the co-operative marketing movement 
as the most promising means for relieving the distresses of agri- 
culture. What has the Farm Board to work on ? What is the 
status of co-operative marketing now, and what has been the 
experience of co-operatives in the past ? What are the special 
problems facing co-operative associations and how must these 
problems be met if co-operatives are to operate efficiently and 
fulfil the hopes of the country for a solution of the fanners’ needs ? 
All these questions and many more are answered in this com- 
prehensive and timely book. The author writes not only as an 
expert observer of the co-operative marketing movement gener- 
ally, but from inside experience in the organisation and direction 
of co-operatives. His study is discriminating and practical, 
presenting facts without bias and pointing out dangers and 
difficulties as well as the successes of co-operative experiments.” 
Unfortunately, the pages that follow contain no reference to the 
creation, the functions or the policy of the Federal Farm Board, 
so that, despite the “ blurb’s ” promise, we are left in the dark 
as to the author’s views upon a vitally important question 
involving the relationship of the individual producer to the State 
and the problem of sustaining artificially internal prices for 
certain commodities. Writing, as he did, in 1929, he was perhaps 
wise to decline the role of prophet, but he might consistently 
have retained that of narrator. 

While most of the other claims above are doubtless substan- 
tiated in the eyes of American readers, it is disappointing to those 
situated upon this side of the Atlantic to find that Professor 
Cornish has confined himself exclusively to a description of 
American conditions. If he had drawn upon other countries for 
at least some of his historical examples it would have added 
greatly to the value of his contribution to the study of a i)ar- 
ticular branch of agricultural economics. Again, the total 
exclusion of reference to contemporaneous happenings in Europe 
(not suggested by the title of the book) is unfortunate from the 
standpoint of the American student. A noteworthy example of 
this shortcoming is provided by the section entitled ‘‘ Co-operative 
Grain Associations,” where even the sub-section Grain Pools 
contains no mention of Canada. We read that, although “ to 
sign up the farmers quickly and effectively is a problem . . . 
nevertheless “ speeches outlining orderly marketing and higher 



676 THE ECONOMIC JOUKNAL [DEC. 

prices having been delivered . . . evangelists, influential farmers 
and organisers should then secure signatures on the dotted line.” 
Mr. Cornish holds, however, that promoters of American pools 
“ promised too much and chattered too much about orderly 
marketing,” and agrees that control of 3 per cent, of a crop 
cannot influence price. Here Canadian procedure and experience 
might surely have been quoted with advantage : Canadian com- 
ment on these particular pages would also be valuable to English 
readers. In a discussion upon compulsory versus voluntary 
pooling, the writer makes it clear that, ultimately, he favours the 
former. 

Within its limits the work has considerable merit, for it presents 
very fairly the difficulties met with as well as the advantages to 
be derived from the application of co-operative principles to 
agriculture ; its author is orthodox in his advocacy of the single 
commodity basis and in stressing the variability of marketing 
costs, while he might be treating of Western conditions when 
explaining the principles of representation best suited to co- 
operative societies. The series of questions appended to each 
chapter savour much of the students’ text-book, but a too 
attenuated bibliography of foreign ” works dealing with the 
subject that ignores the Horace Plunkett Foundation’s publica- 
tions, dates Fay’s ‘‘ Co-operation at Home and Abroad ” as 1020, 
and describes the joint-author of “ Co-operation in Denmark ” as 
O’Brion,” may cause some inconvenience and misconception to 
that class of reader. J. A. Venn 


Die Drei Nationalokonomien. By Prqe. Weunkr Sombart. 
(Munich and Leipzig: Dunckcr and Huinblot, 1030. Pp. 
xii + 352.) 

Sombart’s latest book is a magnificent footnote to his great 
work on Modern Capitalism. Headers of his Magnum Opus will 
find here Sombart’s conception of the scope of Political Economy, 
which in his opinion differs from the cun’ent theories. There are 
those who look upon Economics as a normative science, in which 
ethical standards play a significant part ; according to those who 
hold this view, Economics is concerned not with what is but with 
what ought to be. This attitude, which makes Economics a 
branch of metaphysics, is a characteristic not only of the scholastic 
writers of the Middle Ages, but also of the nineteenth-century 
Romantics, from Adam Muller (1779-1829) to Othmar Spann, 
whose Fundament der Volkswirtschaftslehre reached its fifth 
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edition in 1929, and for whom the doctrine of “ just price is a 
reality to-day. Sombart includes the Socialist economists in his 
first category — Robert Owen no less than Franz Oppenheimer — 
and quotes effectively Schmoller’s dictum that not a single nail 
is hammered into the wall without ethics. Sombart has more 
than one shrewd thrust at this particular conception of the 
scope of Political Economy, and incidentally the reader will find 
many a valuable judgment on some of the foremost Oerman 
Economists of repute. 

The Normative Economists are not alone in having to face 
Sombart’s criticism. Their colleagues who look upon Economics 
as a positive science will likewise have to meet his arguments. 
Sombart traces the growth of Natural Science in Europe and its 
influence on economic thought. He makes some pertinent 
reflections on Economic Laws, which in his opinion are entirely 
fictitious. As enunciated by the classical economists, these 
“ Laws ” are too much hedged about by ‘‘ ifs ** and “ buts ” and 
“ other things being equal.’* Gresham’s Law is a fiction no less 
than Marshall’s Law of Substitution. There can be no real 
economic law because each set of economic circumstances must 
of necessity differ. The theory of marginal value, for example, 
is one thing when applied to a horse market in Eastern Galicia 
and quite another when considered in relation to dealings in 
securities on the London Stock Exchange. Your “ economic 
man,” as Mill described him, is conceivable only in a certain stage 
of capitalist development. Sombart has no patience with those 
who desire to apply scientific method to Economics. 

Having given his reasons for rejecting the conception of 
Political Economy both as a body of doctrine which passes 
judgment, and a system of thought which attempts to establish 
mlea and laws, Sombart proceeds to set forth his own view. 
His is “ Comprehending ” Economics. The term sounds a little 
strange even in the German original {die verstehende Naiumal- 
okonomie), but then it is the suggestion of a pioneer who believes 
that in future the conception of economics and of economic 
activities, if it is to become useful and effective, must break away 
from the position it has occupied during the last 150 years, feom- 
bart is at pains to make clear what he understands by “ Compre- 
hension,” and psychologists will find abundant material for 
comment in the third and larger portion of the book. But 
whether his thesis finds acceptance or not, readers will perceive 
that Sombart’s hand has lost none of its skill. The book abounck 
in attractive ideas ; the style sparkles ; and students will find it 
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not only stimulating, but also full of valuable information on the 
present position of the controversy in regard to the scope of 
Economics. Not least valuable are Sombart’s reflections on the 
purpose of knowledge in general and of Economic Knowledge in 
particular. M. Epstein 

Newspaper Finance Annual, 1930. Edited by R. Hopkins. 

(London General Press : Pp. 130. IQs, 6d.) 

This useful publication includes an account of the recent 
l^hases of competition in the newspaper world, and their effects on 
share values. There is added a concise statement of the six 
main “ groups,” with their publications, directors and financial 
positions. The same details are given for other newspaper 
companies, and a directory of directors is appended. This is a 
model which might usefully be copied for some other industries. 

A Select Bibliography of Modem Economic Theory, 1870-1929. 

Comi)iled by H. E. Batson, (lloutledge : Pp. 220. 7^. 6d.) 

This is a compilation of the work which has been done in 
economic theory in recent times in all countries. It does not 
attempt to cover economic history or descriptive economics; 
and, oven in the field of theory, it has been necessary to exclude 
money and banking. In the first part, select bibliographies are 
given under the main headings, each work being explained, and 
related to other work, with a critical commentary, which is 
evidently the result of careful labour. In the second part, the 
tabulation is by authors, and includes a detailed list of contribu- 
tions of all kinds, including reviews. In a foreword, Professor 
Robbins explains the purpose and origin of the book, and it will 
be agreed that the purpose has been fulfilled by Mr. Batson with 
remarkable completeness and erudition. 

The Economic Life of the Ancient World. By Jules Toutain. 

English version. (London : Kegan Paul. 1930. ICs. net.) 

Here we have a volume of a notable French series of works 
dealing with the History of Civilisation, mostly by French authors. 
Each volume is a book by itself, written by a scholar of repute 
speaking for himself ; but the general editor contributes a fore- 
word ” to each treatise. In the present case this preface is an 
important introduction to the narrative of M. Toutain, who shows 
a marked anxiety to avoid wide general conclusions. That such 
conclusions do nevertheless emerge now and then, is pointed out 
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by the Editor. But the steady caution that inspires the 
historical ” method of the author is a quality that will impress 
a reader from first to last. 

Treated chronologically under several periods, the narrative 
ranges from the early days of Greece down to the economic collapse 
of the Roman Empire. Each period is dealt with under three 
main subdivisions — land, its tenure and produce as the primary 
stay of life and source of wealth ; “ industry,” by which is meant 
the production of articles other than natural fruits by the skill 
of men ; and exchange in its various forms and degrees, from 
primitive barter to the full developments of commerce by land and 
sea. All these topics are clearly and instructively discussed. If 
there is nothing particularly new in the story, the economist 
student may be thankful to have so much interesting material 
carefully set out in a comprehensive view. Ho will meet many 
old friends, such as the effect of the invention of coined money 
and of the subdivision of labour ; but he will note with approval 
the great stress laid by the author on two moments of exceptional 
economic significance. "Jliese were, the immense expansion of 
trade and commerce that followed the conquests of Alexander, 
and the unification of the ilediterrancan world under the 
supremacy of Rome. Of these, the former not only multiplied 
the economic relations of East and West ; the contact of Rome 
with the great Hellenistic kingdoms introduced new notions as 
to the relations of a State to its territories, and profoundly 
influenced Roman policy in the Provinces [pp. 109 foil.]. The 
latter promoted maritime trading under the shelter of the Roman 
Peace, and led to a period of general prosperity lasting for some 
200 years. 

And so the careful narrative flows on in its parts and sections, 
each adding to a stream that starts with the primitive needs of 
Homeric and Hesiod ic society and ends with the “ infinite main ” 
of the Roman catastrophe, the economic downfall of the ancient 
world. The general effect is that of a scries of pictures skilfully 
drawn and soberly coloured. A reader may well feel that he is 
ticavelling through many ages in good company. But the modern 
student of economic history is hungry for results tho.t can be 
expressed in tables of figures and curves of rise and fall. Now the 
evidence available for such treatment of the ancient world does 
not suffice for a narrative statistical rather than pictorial. \\ e 
must squeeze the few figures that chance has capricously left us, 
and make what we can of these occasional relies. It is not M. 
Toutain’s fault that the standards of modern economic history are 
No. 160. — VOL. XL. 
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not attainable in the case of antiquity. Even in the population 
question the estimates of competent scholars differ widely. 

But on one point there is nowadays a general agreement — ^that 
the course of events in any i)eriod of human history cannot bo 
fruitfully studied or recounted without a watchful attention to 
the economic side of the story. Economic facts, like other facts, 
may be viewed as either cause or effect, as an earnest of the sequel 
or a record of the past. But their active significance must depend 
on their sure and exact interpretation. If official and technical 
evidence is incomplete and scanty, while the voice of contem- 
porary literature is mostly partisan and rhetorical, loose and 
tentative conclusions can hardly be avoided. Yet this unsatis- 
factory' condition prevails in the history of the ancient world, with 
which this book is concerned : more particularly in the part 
dealing with the Roman Empire. Legislation more and more 
becomes Imperial decree, so far a simple fact ; but what were the 
exact motives of this or that ordinance, how far it was ever 
carried out in practice, and with what results, is often very 
doubtful. The cases of Domitian, Pci*tinax, Aurclian, Dio- 
cletian, not to mention the system of alimenta, are illustrations 
of this uncertainty in the sphere of economic history. We are, 
in short, very seldom if ever in a position to trace definite conse- 
quences as resulting from definite acts. We can by the way of 
cautious interpretation, ever awake to the defects of the evidence, 
detect, with reasonable assurance the tendencies at work ; to account 
for such tendencies is a much more risky undertaking. 

Now it is true, as the Editor has pointed out, that out of so 
wide-ranging an inquiry as this book presents some large general 
conclusions must arise. Particular details may call for particular 
question, but this is mainly in connexion with the particular 
treatises which serve as documents to M. Toutain. The facts of 
“ economic life ” as set out under four great periods must leave 
on the reader’s mind a deep impression. He has to follow a long 
course of development in which production becomes more and 
more technical, labour more and more subdivided and specialised. 
Meanwhile, the release of accumulated capital and its greater 
mobility attend and promote active economic growth in the world 
shaken up by Alexander. The checks on this progress, due to 
hostile relations of states and maritime piracy, are at length 
removed by the Mediterranean supremacy of Rome, and it seems 
that nothing is left to menace the continued union of prosperity 
and peace. On the face of it, a reader unaware of the historic 
sequel might reasonably expect the great Empire to be steadily 
adding to its resources, especially in the way of economic strength. 
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If the p(tx Rornawi was indeed the boasted universal boon 
described by poets and rhetoricians, ought it not to bear fruit in 
improvement of social and political relations all through the 
Empire, a matured patriotism, a cohesion organic and solid, an 
assured solvency guaranteeing the power of Rome to protect her 
subjects at whatever cost ? Was not Rome, heir to all the past 
achievements, intellectual, moral, economic, of peoples now under 
her control, far better equipped than outer barbarians to profit by 
a recovery of health in a w’cll-used period of rest ? 

And yet we know that such reinvigoration of the great imperial 
body never took place. Rallies and revivals did now and then 
prove that Rome could, by straining her resources to the utmost, 
beat back and chastise her enemies. But the efforts of purely 
military force are not in themselves restorative ; unless follow’ed 
by a sound convalescence wuthin, the conquering power is apt to 
find them exhausting. Now the ever-present financial needs of 
the Empire, the growing food-problem, the reversion to payments 
in kind, not to mention the debasement of currency and the mad 
attempt to fix prices, are alone enough to show that no real 
recovery of vital power was attained. So we come to the 
“ economic downfall of the ancient world,*’ the subject of M. 
Toutain’s concluding chapter. In it he gives a skilful summary 
of the manifold evils, external and internal, under the pressure of 
which the Empire declined and fell, and the fruits of Greco- 
Roman civilisation were lost in a relapse to earlier and crude 
economy. Nor wdll any serious reader take exception to the 
enumeration of these evils as causes of the decay of trade and 
enterprise, leading to stagnation and banlo-uptcy. But I ask 
myself. Is this aU? I cannot quite dismiss an uneasy feeling 
that a further consideration remains, on wdiich I should have been 
very glad to have before me the express judgment of so com- 
petent a scholar. 

After referring (p. 323) to the causes of the prosperity of the 
Empire described in preceding chapters, he remarks that even 
in the early days of the Empire “ the economic picture had its 
dark patches.” He instances the deplorable condition of Greece 
and the evil plight of agriculture in many parts of Italy, and 
adds, “ Even before the end of the second century symptoms of 
decay were appearing. Things grew rapidly w'orse in the third 
century.” These admissions ho justifies by a general review of 
this third-century worsening. Invasions, insurrections, wars of 
pretenders, pestilence and famine, everywhere insecurity ruinous 
to town and country alike, taxation unable to extract the needed 
revenues from wealth that was vanishing — all these, combined 
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with the loss of moral unity due to the persecution of the 
Christian n?ligion, make up an impressive tale. But it is surely 
fair to remark that these items in the story of disaster must bo 
regarded for the most j)art as effects not less than as causes. In 
particular, those of direct economic bearing; for was not the 
later universal compulsion-system, the despotic regulation of 
labour and trade, a frantic attempt on the part of the Govern- 
ment to provide for its iinancial needs ? It went on from bad 
to worse, seeing no other way to meet its necessities. In other 
words, it recognised that existing means of production had broken 
down. But these means were the result of a system developed 
in the course of centuries by many peoples and absorbed with 
them in the great imperial unit of Romo. This absorption is 
often treated as a sort of ecumenical boon, and M. Toutain seems 
contented to accept this opinion. With all respect and gratitude 
to the author of so interesting and instructive a work as the 
present, I cannot but confess that my own studies lead me to a 
different view'. 

This is not the place for a full statement of the grounds on 
wdiich my conclusions are based, but I feel bound to say here that 
tlie municipal structure of the Empire as left by Augustus appears 
to me a political makeshift of the same pattern as the rest of his 
acts. To blame the great Founder for inability to transcend the 
somewhat nanow bounds of Roman precedent would be absurd. 
But the policy of extending the system of urban communities, 
enjoying powers of local self-government, to all parts of the empire, 
carried on by his successors, was a momentous step. Gradually 
the Roman world was made into an aggregate of civitates, each 
with its territory ruled from the town. Upon these local units, 
whether created by Rome or (as mostly in the East) adaptations 
of former cities, there rested the common stamp of Roman con- 
stitutional tradition. Effective powder was reserved to burgesses 
of means, but offices w'ere elective; thus the gratification of 
ambitions depended on the favour of a plebeian mass, which in 
some of the greater cities was a mongrel rabble. That one of the 
cliicf preoccupations of local magnates was to gratify the mob by 
providing comforts and amusements, feasts, doles, at their own 
expense, is clear from surviving inscriptions. In short, the very 
institutions and usages that had brought the later Republic to 
a disastrous end in the corruption of Rome itself wore planted 
out in her subject countries to bear fruit in the Empire. That this 
was eventually a political misfortune, I am convinced. But that 
it was from the first also a source of economic weakness seems to 
me beyond a doubt. The wasteful unproductive expenditure 
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in Rome had been bad enough. To set up hundreds — nay, 
thousands of municipalities, so organised as to provoke imitation 
of the fashions and foibles of the capital city, was surely worse. 
Surely the Roman Empire was not an industrial, but an imperial, 
colossus. It is, I fear, a misleading practice, but not a rare one, 
to compute the size of the Empire on one scale and its commerce 
on another. The existence of a few great commercial centres is 
liable to make us forget the vast number of cities jealous of each 
other’s privileges, competing Avith their neighbours in extravagant 
display, all depending on the central government for the security 
that alone made such misuse of their resources possible. But it 
was this unthrifty and sometimes corrupt mismanagement that 
first gave Emperors occasion to interfere with the local govern- 
ments, being themselves chronically in need of money and 
interested in the solvency of tax-paying subjects. How this 
intervention led on to the general despotic control and deadly 
stagnation of the later Empire is notorious. But when historians 
point out that all forms of production withered under the blight 
of universal compulsion, I cannot refrain from asking whether this 
failure was simply the result of systematic Imperial t^Tanny. 
Was it not largely due to a w ell-meant but unsound policy of multi- 
plying isolated municipal units on a model of proved tendency 
to pamper the idle and to value the industrious by only such 
standards as a slave-holding civilisation can use ? 1 am not sug- 

gesting that all or most of these munici])alitics were scandalously 
corrupt, but that their economic strength w^as really not so great 
as modern historians sometimes assert and almost always imply. 
I suggest that this weakness was not a phenomenon due to the 
disasters of the third century, though aggi-avated past remedy by 
the events of that period ; but rather a characteristie inherent in 
their condition from the time of the Republic. That they needed 
restraint and correction in matters of local government is shown 
by the evidence of jurists and writers of the second century. It is, 
I hold, not w^ell to take no notice of an institution spread all over 
the Empire and to attempt no estimate of its tendency as bearing 
on economic life for good or for evil. True, this tendency may be 
described as an influence (may I call it moral ?) acting directly on 
human character and conduct rather than on economic life. But 1 
think M. Toutain would agree that the economic efficiency of a 
community depends in no small degree on the moral atmosj)here 
in which its members live and move and have their being. 

W. E. Heitland 

St. John's College, 

CavibruUje. 
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The E commie Aspects of the History of the Civilizaiion of Japan. 

3 vols. By Yosoburo Takekoshi. (Allen and Unwin.) 

The author of this work, in telling how he came to \\Tite it, 
declares that a certain Mr. Asabuki “ felt distressed at the fact 
that there was nothing but records of wars and conspiracies in 
Japanese history, and, eager to see a history viewed from the point 
of the economic development of the nation, he urged me to write 
one. 

Mr. Takekoshi ranks, indeed, as the chief pioneer of the 
economic interpretation of history in J apan. This book in English, 
which is largely a paraphrase of a work written by the same author 
in Japanese, might well have been called simply “ An Economic 
History of Japan instead of the rather cumbrous title it actually 
bears. It traces in detail and with abundant documentation, 
much of which is entirely new material for non- Japanese scholar- 
ship, the growth of economic institutions and ideas up to the time 
of the recent ‘‘ westernisation.” The first volume carries the 
survey from the earliest historic period to the death of Tokugawa 
lyeyasu in 1616 ; the second and third continue the record to the 
fall of the Tokugawa shogunate and the Imperial restoration in 
1868. 

Perhaps the most valuable part of the book, and certainly the 
most original and generally interesting, is the account given of 
the rise of the mercantile class in the Ashikaga epoch, of the za 
alliance, which Takekoshi calls an “ internal Hanseatic league,” 
and of the Japanese free cities, of which Sakai was the most 
important. This side of Japanese history has hitherto been very 
much neglected; such a notable authority as Murdoch, in his 
History of Japan, takes hardly any notice of it. There is a wide- 
spread impression that the whole politico-economic development 
of Japan is summed up under the heading of feudalism, and that 
nothing resembling urban autonomy has ever existed in the East. 
A study of the evidence submitted in this book should go far to 
modify such an opinion. The misapprehension has arisen largely 
because the conditions prevailing under the Tokugawa shogunate, 
which persisted into the latter half of the nineteenth century, 
and could therefore be observed at close quarters by European 
historians and publicists of that time, have been too readily taken 
as representative of the earlier periods. But actually the Toku- 
gawa epoch was in many ways quite unlike that of the Ashikaga 
which preceded it. The former was a period of the concentration, 
the latter of the diffusion of ix)litical power. And amid the feudal 
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particularism of the Ashikaga age a mercantile class grew to 
strength and organised itself, especially in those districts which 
were bases for trade or piracy in Chinese waters. This phase of 
Japanese history shows, therefore, parallels to European mediseval 
history in its urban life as well as in feudalism. The Japanese 
za presents close analogies to the hansa, and the history of Sakai 
might in outline be that of a typical French commune. From 
the close of the sixteenth century, however, increasing centralisa- 
tion and bureaucratic control suppressed the liberties of the towns, 
and although the bourgeois under the Tokugawa continually en- 
riched himself, to the impoverishment of the feudal nobles and 
their samurai^ ho became politically negligible and was socially 
humiliated in every way. 

A good account is given of foreign trade at all periods; 
especially satisfactory is the study of Nagasaki and its monopoly 
during the period of isolation. Two very interesting chapters 
deal respectively with the Japanese corsairs and with the trading 
settlements and “ colonial adventures of the sixteenth century. 
Of the breed of sea-rovers who so nearly diverted the course 
of Japanese history Takekoshi says, with his characteristic 
simplicity of English style : ** What they were after was fortune, 
and thinking the most likely place to find it was in foreign countries, 
they ventured on the sea, and moved about from place to place, 
just as it is a natural instinct to seek a warm place in winter and 
a cool place in summer.” 

The historical problems of currency in Japan are ably handled 
and are brought into relation with those of foreign trade. 
Takekoshi combats the view that Japanese gold specie w^as taken 
away in great quantities in tho early days of commerce with 
European countries, and he refutes the belief that the price of 
gold in Japan at that time was low, quoting in his favour the report 
made by Saris and the British clerks at Hirado about 1610. Japan 
absorbed great quantities of gold from China and Indo-China, 
and China took copper and silver from Japan. Copper, indeed, 
was then Japan’s principal export, as it was again during the 
Meiji era. “ It may not be too much to say,” says Takekoshi, 
“ that it was copper which saved Japan during the Toyotomi and 
Tokugawa regimes.” 

Mr. Takekoshi is at his best on questions of currency and 
commerce, but there is much of interest and value also in his 
account of agriculture and land-tenure. In his treatment of 
feudalism, however, he regularly speaks of the sJio as a manor, 
whereas Dr. Asakawa in his recently published Documents of Inki 
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has given good reasons for rejecting the identification. And it 
must be admitted that the use of the English term tends to obscure 
the peculiarities of the Japanese land economy, which was based 
on an intensive rice cultivation without pasture. 

G. F. Hudson 

AIJ So:th College, 

Oxford. 


'loTopia rijs* 'E)\XrjviKrj^ Ajjfioalas OiKovofiLag. By A. M. An DREADES. 

(Athens : D. N. Tzakas, S. Delagrammatikas and Co. 

Vol. I, 1928, Pp. xvi + 5G.3; Vol. II, Part i, 1930, Pp. 104.) 

Puoi'EssoR An DREADES nccds no introduction to the readers 
of this Journal. His History of the Bank of Englaiul froyn 1640 
to 1903, which appeared in an English translation in 1909, achieved 
so marked a success that a second English edition was called for in 
1924, and his numerous books and articles in French, covering a 
wide variety of subjects and ranging from the Homeric period 
down to these post-war days, are known and valued in circles to 
which his still more numerous works in Greek are a closed book. 
The publication, therefore, of the opening instalments of the 
author’s magnum opus, which will assuredly further increase his 
reputation, is an event which must not be allowed to pass without 
notice and welcome here. 

The work now inaugurated is to form the lirst section of a 
projected System of Greek Public Economy. This will ultimately 
consist of three sections, dealing rcspecti\ ely with (a) Ihc history 
of Greek Public Economy from the heroic age down to the nine- 
teenth century of our era, (6) the Greek Public Debt, and (c) Greek 
taxation. ISide by side with this it is proposed to publish a 
Handbook of Political Economy, which will deal with economic 
theory, following the lines of the Professor’s lectures on this 
subject. Strictly speaking, we have before us the beginning of a 
second edition of the author’s work under the same title which 
was completed in 1914 and published in 1918; but, though its 
character and aim remain unchanged, it lias been so considerably 
enlarged and so completely recast as to become to all intents and 
purposes a new^ work. The first volume embraces the period which 
ends with the loss of Greek independence on the battlefield of 
ChaTonea, while the second is to comprise the Hellenistic or 
Greco-Maccdonian period; the section of it which has already 
appeared deals with the reign of Alexander the Great. 

The work is, in the author’s own words, “ destined primarily 
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for students of the economic and social sciences ” (p. x; cf. 258) 
rather than for archa3ologists or ancient historians, and is an 
attempt to write a history of finance (Finanzgeschichte) rather 
than a general economic history (Wirtschaftsgeschichte). I'his 
purpose, which determines the whole scope of the work and the 
arrangement of the material, serves to (lilferentiatc it from other 
recent works dealing witli the economic aspect of the ancient 
world, such as Glotz’s admirable Ancient Greece at Work or 
Toutain’s Econatnic Life of the Ancient Woiid. It also helps to 
account for the fact that the discussion of Athenian finance is 
practically limited to that of the Periclean period and the decades 
which followed down to the triumph of Macedon, that is, to the 
times in which what is to-day termed ‘ social finance ’ was applied ” 
(p. 258). To the archaeologist this restri(;tion will appear as a 
serious loss, but he must admit the author’s cont(‘ntion, that it is 
not till we reach the full development of democratic Athens that 
its finance “ presents an interest for the public economy of the 
present day.” 

The arrangement of the work leaves nothing to be desired in 
the matter of lucidity and order, and the full analytical tables 
which preface the volumes render possilfic an easy and rapid 
survey of their contents : in the case of the second volume, this 
task is facilitated for most foreign readers by the addition of a 
French table contents. The Preface of Volume I is followed 
by four ‘‘ Books,” which deal respectively with the Homeric 
w'orld, the Spartan state, the Greek world of the classical period, 
and Athens. In view of the interest of Athenian finance and the 
abundance of the materials — literary, epigraphical, numismatic 
and archaeological — available for its study, it is hardly surprising 
to find that the fourth Book outweighs in bulk the preceding three 
taken together. Throughout the work are scattered a number of 
interesting excursuses and a])pendices, such as those on Minoan 
finance (38-9), on temple finance (237-40), on Aristotle s Oecono- 
mica (98-103) and on Xenophon’s Vectigalia (488-500) : especially 
noteworthy arc the two lung exciirsuscs which close the present 
fascicule of Volume II, that on the more important financial 
personalities of Alexander's reign (75-94) and that on the revenues 
and financial policy of Lysimachus (94-104). Ihc volume ends 
with three full indexes — of financial and economic terms, of 
ancient personal names ami of modern writers cited in the book 
which greatly enhance its value. 

It is not expected that everyone will agree w4th all of Pro- 
fessor Andr^ades’ judgments in a field where evidence is some- 
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times lacking, often scanty and not infrequently ambiguous or 
even contradictory. But the reader will find himself stimulated 
even when he is not wholly convinced, and ho will carry away 
from the study of this work at least three impressions. First, 
that of the author’s clarity both in arrangement and in expression. 
Second, that of his tireless energy and industry in seeking out all 
the relevant materials, alike in the ancient sources and in modern 
discussions. Third, that of his fairness and honesty ; he does not 
approach the evidence with a preconceived view for which he 
seeks confirmation, but attempts by careful and unprejudiced 
examination to understand its true significance and value. Wo 
welcome, therefore, the work already accomplished and hope for 
the successful achievement of the author’s ambitious project. 

Marcus N. Tod 

Oriel College, 

Oxford, 


The Assignats, By S. E. Harris, Lecturer on Economics, 
Harvard University. (Harvard University Press and 
Humphrey Milford. Pp. xix + 293. 156*. net.) 

This book, which forms Vol. XXXIII in Harvard Economic 
Studies, was completed as a Doctorate thesis in 1926 and was 
awarded the David A. Wells prize for the year 1926-7. It takes, in 
a great measure, almost the form of a commentary on previous 
writers on the currency problems of the French Revolution, 
especially Marion, Falkner, and Hawtrey, and unless the reader 
carries in his mind a fair knowledge of the economic events of that 
period and of the controversies arising thereout he will find it a 
somewhat difficult matter to follow Dr. Harris’s theme. This is 
unfortunate, because the very considerable research which the 
author has undertaken — the bibliography appended covers 
fourteen pages — and the new facts which he has set out regarding 
many obscure aspects of his subject arc apt to be overlooked. 
Some of the troubles of the ordinary student (as apart from the 
specialist) may be removed by the reading of Chapters VII and 
VIII after the first chapter, before reading the book through. The 
general idea of the origin of the assignats and the causes leading 
to their depreciation will thus prepare the reader for the more 
detailed study of revolutionary finance, land and the assignat, 
local depreciation, and foreign exchanges, on all of which Dr. 
Harris has done much praiseivorthy work. 

On the eve of the Revolution about 2200 million livres of coin 
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were in existence, but from a fourth to a third was hoarded. 
Industry and agriculture suffered from lack of capital, and political 
and economic conditions were unsettled. At the close of 1789 
the issue took place of non-interest-bearing assignats, based on the 
sale of Crown and Church lands. The objections to a currency of 
this kind are obvious, but the continued confidence of the people 
in land as a security — if not that a particular assignat related to a 
particular piece of land — maintained the value of the new paper 
for a time. Land sales, in fact, absorbed large quantities of 
assignats in the first three years of their existence. The hoarding 
of commodities through the fear of war brought the beginning of 
depreciation, and the shortage of food supplies and of other 
commodities accelerated the downfall. The Terror introduced 
maximum prices and rationing, and though all this time the issue 
of assignats continued, supported by confiscation of the lands of 
royalists, there was an appreciation of the paper money in 1793-4. 
Dr. Harris holds that this appreciation was apparent only, for 
large quantities of assignats had to be hoarded, since “ the 
Government not only decided how many assignats should be spent 
for all necessary and scmi-necessary commodities, but practically 
decided how much was to be expended on any particular com- 
modity.” After the downfall of Robespierre the economic policies 
enforced by him disappeared. Prices once more bounded up, and, 
“ as the Treasury attempted to recoup itself for losses caused by 
depreciation by creating more money, depreciation proceeded 
even more rapidly.” In fact, the situation in France in 1794-5 
presented phenomena not dissimilar from those we have witnessed 
in Germany during the recent period of inflation, and in both 
countries unlimited issues of paper money ended in that money 
having no value. But Dr. Harris rightly points out that it was 
not the mere quantity of money that was the sole cause of the 
depreciation. The shortage of goods and the imperative need for 
subsistence forced the offer of assignats in order to obtain that of 
which there was not enough. “Subsistence, supplies, security, 
taxation, and the other factors at work, all finally affect the value 
of money through changes in the quantity of paper money thrown 
on the market or any other variables in the equation of exchange. 
Quantities issued are of little significance without a consideration 

of the varying haste with w^hich they are disbursed.” 

Henry W. Macrosty 
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Anglo-Irish Trade in the Sixteenth CerUury. By A. K. Longfield. 

(Boutledge. 12^. 6d.) 

Very little is known about the economic condition of Ireland 
in the sixteenth century. There is an almost complete absence 
of original documentary sources owing to the destruction that 
has overtaken the Irish records, and the material that has escaped 
destruction deals with political rather than economic affairs. 
There is no good general description of the country at the time ; 
economic conditions are either taken for granted or deemed of no 
importance by the Irish bardic poets, and the information to be 
gathered in State papers. Corporation records and other official 
sources is meagre in the extreme. The well-known descriptions 
of Ireland by Spenser, Moryson, Davies and other writers belong 
to a later date, when the conditions of the seventeenth century 
had replaced those of the sixteenth. The obscurity in which the 
period is enveloped has been partly relieved by Miss Longfield’s 
interesting monograph, which throws a flood of light upon one 
aspect of Irish economic life. The scope of the study is neces- 
sarily limited. The importance of Anglo-Irish trade in the general 
economic activity of Ireland was considerably less than it is to-day, 
because the greater part of Irish external trade at that time was 
with France and Spain. The trade with England was, however, 
gaining at the expense of the French and Spanish trade during 
the period in question, as is shown by the decay of the towns in 
the south and west and the development of the new ports on the 
east coast, which depended altogether on cross-Channel trade. 
This change in the orientation of Irish commercial life probably 
indicated a decline in the prosperity of the old Irish and Anglo- 
Norman elements in the community. 

The study is based largely upon material derived from the 
English Customs Accounts and Port Books. No exact quanti- 
tative estimates are possible of the volume of Anglo-Irish trade 
as a whole. It would appear, however, that the balance of trade 
was favourable to Ireland. The principal exports from Ireland 
were flsh, timber, glass, beef, pork and cattle. The importance 
of the fishing industry tended to decline during the century, 
while that of the provision and live meat trade tended to increase. 
The export of timber was an unhealthy sign of the wasteful 
destruction of the Irish woods. In the early part of the century, 
corn, hawks, hounds and horses figured among the exports, but 
these articles appeared less frequently in the export list in later 
years. The imports consisted principally of manufactured goods, 
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salt, coal and iron. An increase in the Irish brewing industry is 
suggested by the growing importation of malt and hops towards 
the end of the century. 

The increase in the share of Irish trade conducted with 
England during this period was a portent of the new colonial 
status which Ireland was doomed to occupy for the next two 
hundred years. In the Middle Ages Ireland had enjoyed unre- 
stricted freedom of commerce with foreign countries. That full 
use was made of this liberty is shown by the fact that the Irish 
coast-line was far better known to foreign than to English carto- 
graphers. The seventeenth and eighteenth centuries were the 
period of commercial repression, when Ireland was attacked with 
all the weapons known to the mercantile system without possess- 
ing the power of retaliation. The sixteenth century was a period 
of transition. Actual restraints on trade had not yet been 
attempted, but the old foreign trade was breaking down and the 
desire for exploitation was becoming the keynote of English 
policy towards Ireland. The actual economic grievances most 
complained of during the sixteenth century were the excessive 
granting of licences to export wool, the debasement of the cur- 
rency, and the exactions of the army which was quartered on the 
farmers. The country-side was time and again laid waste by 
war, accompanied by the destruction of farm implements, live- 
stock and crops. Ireland entered upon the seventeenth century 
in a thoroughly debilitated condition. 

Miss Longfield has made admirable use of the material at her 
disposal. The book is well documented and contains a good 
bibliography, and an excellent reproduction of Baptista Boazio’s 
Map of Ireland about 1578, which is preserved in Trinity College, 
Dublin. George O’Brien 

Trinity College , 

Dublin. 

An Economic History of Europe, 1760-1930. By Arthur Birnie 
(Methuen. Pp. 289. lOs. 6d.) 

Studies in English of the forces that have shaped European 
industrial society are so hard to come by, and the pains of making 
them so great, that no reviewd would wish to appraise a new- 
comer ungenerously. It must be confessed, however, that the 
legend on the cover of this volume raised anticipations that a 
subsequent reading of the book did not entirely fulfil. It is not 
merely that Mr. Birnie confines his study to Britain, France, 
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Belgium and Germany ; even within this limited sphere the gaps 
are sufficient to make one feel that a less comprehensive title 
might well have served his purpose. 

The Industrial Revolution in manufacture is dismissed in less 
than thirteen pages. No attempt is made to outline the process 
by which the new industrial technique was carried from Britain 
to neighbouring countries. And if the changes in agriculture, 
transport and commerce receive more adequate treatment, a laclc 
of proportion is again shown in devoting the longest chapter of all 
to the Co-operative Movement, and another full chapter to Profit- 
sharing and Co-partnerslxip, while sparing only half a dozen pages 
for combinations of capital, and only a few sentences for such 
matters as the growth of population and its urbanisation. 

Mr. Birnie’s method is to describe some aspect of economic 
life first in Britain, then in France, and then in Germany ; and he 
shows skill in bringing out what is common or universal. Occa- 
sionally, however, he fails, as when a paragraph on the assignats 
is juxtaposed with one on the Suspension of Cash Payments of 
1797, without any suggestion of a necessary connection : just as 
though Dr. Cannan and Mr. Hawtrey had never given their minds 
to the subject, the inflation of British currency during the French 
Wars is explained solely in terms of a panic born of the rumour 
of a French invasion. Incidentally, the statement in the same 
chapter that deflation was tested ’’ for a short period in 1921 
but was “ quickly abandoned,” argues an inadequate appreciation 
of recent currency history. 

It is when dealing with labour movements and social legis- 
lation that the author’s sympathies are evidently most closely 
engaged. To the making of these chapters has gone much honest 
work, and the summary of the Factory and Poor Laws, in par- 
ticular, is admirably done. The later — and larger — section of 
the book concerned with such matters should, indeed, serve as a 
valuable introduction for those who take more than an insular 
view of social economics, and who wish to know something of 
Continental solutions for problems closely related to our own. 

Throughout, Mr. Bimie is at pains to simplify the task of Iiis 
readers ; no errors of fact have been detected ; and the solitary 
misprint — “ Siberia,” where clearly “ Silesia ” is intended on 
p. 157 — is of small account. T. S. Asuton 

The University, 

Manchester. 
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Economic Causes of the Reformation in England, By Oscar 

Albert Marti, Ph.D. (London: Macmillan & Co., Ltd. 

1929. Pp. xxi -f 254. 10^. (kl,) 

The title of Professor Marti’s book is not altogether free from 
the reproach of begging the question, since the object of his 
argument is to prove that the root causes of the Reformation in 
this country were economic rather than religious. Other motives, 
no doubt, were at work, but the main motive was mercenary, even 
when it masqueraded under the cloak of patriotism. The roots 
of the Reformation reached deep down into a subsoil of money 
matters. Money was urgently required for national defence, was 
passionately coveted for private purposes, and it was to be had 
for the taking. The temptation was too great to be resisted. 

Professor Marti describes the increasing wealth and growing 
corruption of the English clergy, the monstrous exactions and 
interference of the Pope, and the bitterness of the national feeling 
aroused thereby. He traces the various phases of Lollard activity, 
and correlates the religious movements of three centuries first 
with the economic progress of the nation, the rise of the towns, the 
growth of commerce and industry, and the emergence of a middle 
class, and later with the growth of nationalism and the increased 
centralisation of Government under the Tudor monarchy. For 
students of history in this country there is nothing very new in the 
narrative, and if it be read side by side with Mr. Tawney’s Religion 
and the Rise of Capitalism, the style appears somewhat dry and 
the argument uninspired. It is perhaps not much safer to dispute 
about motives than about tastes, but at any rate Professor Marti 
has made a clear ease and presented it in readable and interesting 
form. H. Reyna KD 


A History of Clare, Suffolk, By Gladys A. Thornton. (Cam- 
bridge : W. Heffer & Sous, Ltd. 1928. Pp. xxii + 244. 
15*\) 

This interesting history of an English country town is written 
with the greatest care. All possible sources of information have 
been examined, and every statement is supported b}'^ reference in 
footnotes to authorities. At the same time the book will appeal 
to the general reader who cares for local history, both by its 
description of the stages in the life of the town and by its vivid 
details, such as the list in a weaver’s will of his possessions, or the 
Cries of Clare Market, which include anything from a warming- 
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pan to a tobacco-box, or from a runaway apprentice to an erring 
wife.” 

Miss Thornton discusses the development of the borough, the 
history of the town and the manor, and, lastly, the Suffolk cloth 
industry, with special reference to Clare. In five appendices she 
gives the entry in Domesday Book for Clare Manor, the list of 
bailiffs, constables and ale-tasters for Clare borough from 1273 to 
1832, a summary of the conveyances of the Clare common pasture 
lands, a list of apprenticeship indentures in the woollen industry 
betw'ecn 1627 and 1774, and a reprint of an article previously 
published on the Cries of Clare Market, which fall between 1612 and 
1711. There arc illustrations showing the town, the Castle, the 
Priory, the Gildhall, the parish church and the old houses, also 
two maps. 

Clare Manor was granted by William I to Richard of Bienfaite, 
and his descendants remained in possession under the name of 
Clare. The male line became extinct with the death of Gilbert of 
Clare at Bannockburn and the lands passed to his sister, Elizabeth 
de Burgh, founder of Clare College. In 1459 they were forfeited 
to the Crown. They were granted by Henry VIII to his wives in 
succession, and finally were transferred by Queen Mary to the 
Duchy of Lancaster. The borough remained in the hands of the 
Crown; but the manor, knowm also as Erbury, had several 
different owners. 

Clare, though possessing the characteristics of a borough, never 
ranked as one. The story of its arrested development is interest- 
ing. In the Middle Ages the relations between the town and its 
overlords, under whose protection it developed, were close. 
When the Honor, as the Clare lands were called, became a royal 
possession, the town was still the centre of administration ; and 
the steward of the Honor Court also held the courts of manor and 
borough in the moot-hall. There was a beginning of adminis- 
tration by the inhabitants when Katherine of Aragon granted 
them all the demesne lands for ninety-nine years. The Clare wills 
frequently mention the “ headborowes ” who managed the lands 
** for the gcnerall good of the whole Towne.” From the books of 
their Verdicts in their leet, the vestry records and other sources 
Miss Thornton has reconstructed the life of the town and estimated 
the extent of its self-government. 

The burgesses’ first step towards freedom was obtaining the 
farm of the market in the fourteenth century. At this time the 
woollen industry had begun, though there were no great traders. 
References to the market and wills of-weavers, fullers and shear- 
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men indicate the degree of their prosperity. At the end of the 
sixteenth century bay- and say-making was developing, and it 
flourished in the seventeenth. After 1714 the town prospered as 
an agricultural centre until the railway came. 

There are many other points of interest. The gilds were 
religious bodies; there is no evidence of any trading functions. 
The first house of Austin Friars in England was founded at Clare, 
and its influence on the life of the town is traced. A curious fact 
is that the borough suffered comparatively little from the Black 
Death, while the Manorial Bolls give long lists of deaths of 
tenants. In short, the history of Clare was well worth writing, and 
Miss Thornton has done justice to her subject. 

E. F. Stevenson 


The Wesleyan Movement in the Industrial Revolution. By W. J. 

Warner, Ph.D. (Longmans. 1930. Pp. 299. 155.) 

This is an important work of the genus of Mr. Tawney’s 
Religion and Capitalism. Historical learning and philosophic 
insight combine to produce a fresh interpretation of the relation 
between a religious outburst and the developing industrial society 
of the eighteenth century. 

The Methodist movement,’’ write Mr. and Mrs. Hammond, 
“ was a call not for citizens, but for saints.” That the one need 
not have excluded the other if Wesleyanism had retained its 
pristine form is the central thesis of Dr. Warner’s study. It is 
true that Wesley rejected the h^othesis of a social contract and 
assailed the radical reformers with weapons barbed with theology 
and ethics. But early Wesleyanism had its own social theory and 
sought ends not remote from those of the reformers by its own 
characteristic method of personal regeneration. If it frankly 
idealised the industrial virtues it also enjoined lavish giving, and 
the Methodists’ pursuit of gain issued in an enlightened philan- 
thropy. Unhappily for society, its moral outlook was clouded by 
a metaphysical doctrine of the divine origin of existing political 
authority ; and after the death of W'esley, coinciding, as this did, 
with the reaction from the French Revolution, the cloud darkened. 
In the second generation the ethical teaching was obscured by the 
theological. A narrow legalism and a growing respectability 
drove from the body its more liberal-minded members. Wesleyan- 
ism ranged itself with the Establishment among the forces of 
conservatism; and, from this time, its social mission hardly 
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reached beyond instructing the poor to seek consolation in “ the 
final proportions of eternal justice.” 

One misses in this book detailed biographies such as Miss 
Grubb has recently given us of the early Quakers. But, in an 
illuminating chapter, Dr. Warner makes a statistical survey of 
the social origins of Methodist leaders, which, if it exhibits the 
democratic character of the movement, also does much to explain 
the limitations of its programme. Possibly, too — though of this 
Dr. Warner says nothing — ^it may account for the depressing legacy 
of Weslcyanism to ecclesiastical architecture. 

If the writer is far from the undiscriminating enthusiasm of 
the close adherent, he is equally remote from the cynicism of 
those who regard religious movements as mere soporifics. Full 
justice is done to the work of Wesleyanism in giving to the lives 
of humble men a new significance and in serving as a school of 
leadership. One could wish that Dr. Warner had widened the 
scope of his essay to include the other Nonconformist groups. An 
examination by his penetrating mind of the differences in thought 
and activities between Methodists and, say, Independents and 
Presbyterians would almost certainly yield notable results. 

T. S. Ashton 


Catalogue of the Collection of English, Scottish and Irish Pro- 
clamations in the University [of London] Library, (Goldsmiths* 
Library of Economic Literature.) (London: .University 
of London Press. 1928. Folio. Pp. 99.) 

Catalogue of the Collection of Broadsides in the University Library, 
(Goldsmiths* Library of Economic Literature.) (London : 
University of London Press. 1930. Folio. Pp. 201 + 4.) 

Every student of our economic history and literature in the 
seventeenth and eighteenth centuries will welcome these fine 
descriptive Catalogues. The Goldsmiths’ Library is one of the 
economic wonders of the world, but hardly anybody seems to 
know it, or to use it, owing to difficulties of access which will not, 
it seems, be overcome till the University finds a more spacious 
home. These catalogues cover less than one-fiftieth of the number 
of items in the library. Curious, interesting and instructive as 
they often are in the side-lights which they throw upon their 
subjects, Proclamations and Broadsides (single sheets) have 
seldom been preserved, and the Goldsmiths* collection in this 
respect as in others is unique, but it can hardly be claimed that 



1930] ENGLISH, SCOTTISH AND IRISH PROCLAMATIONS 


697 


these little papers are more than the frills of economic literature 
compared with the 60,000 more substantial volumes. 

The Catalogues are, like the Goldsmiths' collection, chrono- 
logically arranged — a great help to research. Apart from one 
Proclamation of 1575 and one of 1797, the Proclamations range 
from 1646 to 1756 and are 429 in number. The Broadsides cover 
675 entries, but there are sometimes several grouj^ed under one 
entry. They run from 1641 to 1868, but 464 belong to the 
seventeenth and eighteenth centuries. The dc.scriptive matter 
in each Catalogue is elaborate, and includes references to the 
British Museum and other collections in which copies of the docu- 
ments are known to exist. Some of the abridgments are open to 
criticism. For example, a broadside of 1718, “ The Humble 
Petition of the Mayor, Sheriffs, Justices, Aldermen and Common - 
Council of the City of Norwich is remarkable for the insolence 
of its language. The petitioners pray that ‘‘ Your Majesty may be 
informed by your interpreters that Norw ich w^as before the Revolu- 
tion, next to London, the most Rich and Potent City in England. 
It is now fallen very low. Its stuffs are such as your Royal 
issue might have been glad to wear if your country had afforded 
anything to offer in exchange for them. It w^ould have been 
better for Norwich to have clothed your family there than have 
been blest with their company here, but your affections run only 
towards Hanover. Our chihken cry for bread, and as soon as 
they can speak, stutter forth curses against you and your issue, 
etc. Norwich wants a free unbrib’d Parliament.” 

Now the Catalogue description, though longer than this 
paraphrase, omits the exception of London and has no hint of the 
arrogance in the petition. There w as no other country in Europe 
in which individuals or civic authorities would in 1718 have dared 
to address their Sovereign in language so insulting, or would have 
escaped condign punishment for printing such a pa2)er. Nothing 
could illustrate more strikingly the change from Tudor and 
Stuart times to the post-Revolution period so far as licence of 
speech and writing are concerned. But the Catalogue docs not 
disclose it. The quotation ‘‘ now we are most Poor, our Wives are 
most pregnant,” recalling to some of us Adam Smith’s reference to 
the fecundity of the ” half-starved Highland woman,” might have 
been spared to make room for mention of the tone of the broadside. 

A few omissions from the collection are probably due to the 
fact that some items bound and shelved with the books have 
been overlooked. But the most serious omission remains to be 
mentioned. 
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The collection, as is well known, was made by Professor 
Foxw’ell. The skill, energy and enterprise which he displayed 
over a long period of years^ and the valuable annotations with 
which he enriched thedociiments have madethe Catalogues possible. 
The dating of many of the broadsides in particular must have cost 
liim a very heavy amount of research in the Journals of both 
Houses of Parliament and in following up internal evidence. A 
well-merited tribute is paid to the library assistants for their part 
in preparing the Catalogues, but the principal actor, whose notes 
are used and whoso lifetime of erudite labour the collection em- 
bodies, is not even mentioned. It is to bo hoped that this ugly blot 
will not disfigure any future Catalogue, but that the munificence 
of the Goldsmiths’ Company, who bought the collection and pre- 
sented it to the University, will be coupled with the name of the 
great economist who made it, and to whom it is an imperishable 
monument. Henry Higqs 

Encyclopaedia of the Social Sciences, Edited by E. R. A. 

Seltgman. Vol. II. (Alliance-Brigandage). (Macmillan. 

Pp. 696. 3ls. 6d.) 

This is the second of the fifteen volumes in which this work 
will be completed. As the particular interest of the first volume 
was in its contributions on Agriculture, so in this volume Banking 
is perhaps the special feature. The theory is written by 0. M. W. 
Sprague : the early history by Julius Landmann : and modern 
systems by Hawtrey, Sprague, Weber and Bcckhart. Mention 
should also be made of Vincr’s article on the Balance of Trade. 
Among the important descriptive articles are those on the growth 
of the Automobile Industry, and on Aviation. 

Number; the Language of Science. By T. Dantzio, Ph.H. 

(London ; Allen and Unwin. Pp. 260. lOs.) 

While this is frankly a book on mathematics, its purpose is 
not the technicalities of that science, but the exposition of the 
meaning of a calculus, and of the origin and evolution of the use of 
numbers. Anyone can read it who has “ the capacity for absorb- 
ing and appraising ideas.” The author has succeeded in his 
purpose of making the theory of number a cultured and 
fascinating study, linked at each step with the names of those to 
whom new ideas came first. “ In the history of culture the 
discovery of zero will always stand out as one of the greatest 
single achievements of the human race.” Those who read the 
chapter on “ The empty column,” or “ How zero was discovered,” 
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will resolve to place this refreshing and unusual book on their 
shelves. 

The Shipping World. By John A. Todd. (Pitman. Pp. 292. 

7s. Qd.) 

For half a dozen years the Liverpool School of Commerce has 
been experimenting in the provision of special courses for men 
engaged in the two chief trades of the locality — cotton and 
shipping. One of the experiments has consisted of a series of 
lectures on Shipping and Ports, each portion of the subject- 
matter being dealt with by a man actively engaged in these 
undertakings. No less than twenty-two persons contributed to 
the series. Mr. Todd has collected these lectures and edited 
them. The result is a book which has the merits and defects of 
its origin. 

A series of lectures given in this way, whilst gaining from the 
specialist knowledge of each lecturer, inevitably lacks continuity. 
Each lecturer assumes that his predecessors either have dealt 
with or omitted to deal with matters related to, but not neces- 
sarily part of his particular section. In some cases this leads to 
omissions, in others to over-lapping. The editor has had the 
difficult and unenviable task of deciding where elimination should 
take place. On the whole he has earned out his task with success, 
but the reader cannot help the feeling that in many cases re-ivriting 
was essential, if a book following an ordered course was to emerge. 
As it is, some chapters are noticeably incomplete, but generally 
the missing matter is discovered in some other part of the book. 

It says much for the way in which the task has been carried 
out, that only in one case has an error in fact been noticed. On 
p. 14 the Board of Trade requirements for emigrants are given as 
15 clear superficial feet on passenger deck, whereas on p. 139 the 
following words are used, “ Upper deck, 16 ft. superficial.” 
Fifteen ft. is correct, but in both cases the requirement that the 
figure applies only with a minimum height of 7 ft. is omitted. 

Whilst the student of shipping will find the book most useful 
as an elementary text-book, he must not allow himself to be 
misled when the authors venture to make statements about other 
means of transport. For instance, on p. 252 the following railway 
rates are quoted : — 

Soap. Liverpool to Bletchley . 35^ delivered 

,, ,, L'^ndon . 27s. Oc/. collected & delivered 

Groceries. ,, ,, Hereford . 346*. 5rf. delivered 

„ Bristol . 25^. 3d. delivered 
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The author of the section then goes on : These rates must be 
economically wrong : cither the Bletchley and Hereford figures are 
too high, or the London and Bristol rates are too low,” A very 
elementary knowledge of railway economies would have saved 
this blunder. In the same chapter another lecturer is indicated 
to have said, “It is true some railway wagons, numbering 
probably thousands, arc privately owned.” Why probably ? In 
the next edition, if the words “ hundreds of ” are substituted for 
“ probably,” the truth will be expressed, as for the coal trade 
alone the number of such wagons exceeds half a million. Refer- 
ences to foreign canals are also misleading, since the vital facts 
arc omitted that the cajiital for them is provided by the State 
free of charge, and even then deficiencies on maintenance and 
operating account regularly occur. 

In spite of these blemishes, the book is a valuable addition to 
the literature available to the student who is starting out on a 
serious study of sliipping. W. T. Stephenson 

London School of PJconotnics, 


Iniptt'ial Economic Unit if. By Loud Melouett. (London : 

G. G. Harrap & Co. li):h). Pp. P.)4.) 

We are all, more or loss, “ imperialistic ” in e(*onomic outlook 
nowadays. IVhat exercises our minds is less the desirability of 
facilitating inter-Empire commerce to the utmost ])ossible extent 
than the question of the ways and means of doing it. The 
special value of the little })ook of Lord Mclchett and his associates 
consists in the fact that it .surveys the question of inqDcrial 
economic relations in systematic fashion. Expert readers may 
find little in its pages with which they are not already fairly 
familiar, yet even to them it will prove a useful book of reference. 
Xo one will quaiTcl with the statement of the object which Lord 
Mclchett, like so many others before him, has at hearl;. “ Th(^ 
aim of co-operation in an Empire unit,” he writes, “ must be to 
alter the character of imports and exports in such a degree as will 
ensure to the Empire increasing markets for its produce, and to 
Great Britain a wider field for its manufactures, without pre- 
judicing the individual, industrial, or agricultural development 
of the separate parts.” 

In the last dozen words lies, of counso, the crux of the problem. 
If the Empire is to be made more self-contained than it is in fact 
to-day, it can only be by the adoption of a general give-and-take 
policy, entailing concession and compromise on a large scale. 
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Imperial preference on the whole has hitherto been far too one- 
sided, and unless a fairer balance of advantage can be struck, the 
home country may be worse rather than better off for its extension. 
What is needed is a fair deal all round. At present the Dominions 
have a perfectly open market in this country for certain staple 
products of special interest to them ; but the preference which 
they give in return is not absolute, but strictly limited. Even in 
the matter of Empire trade propaganda there is no fair reciprocity. 
Our taxpayers are spending, willy-nilly, a round million sterling a 
year chiefly in advertising the export products of the Dominions 
and Crown colonics. How much are the latter spending in return 
in commending to their publics the products of Great Britain ? 
Much, little, or nothing at all ? The truth is that whereas British 
Ministers have hitherto stupidly protested that we in this country 
do not approach the question of imperial preference at all from the 
standpoint of material interest, but solely from that of sentiment, 
with the Dominions the matter is viewed — and rightly viewed — as 
one of commercial calculation. That is not to say that sentiment 
is absent on their x)art, for it is not, but one has only to read the 
reports of past Imperial Conferences in order to see the i^rominent 
place taken by hard business bargaining. There is nothing wrong 
in that ; what is wrong is that the home Governments have been 
too ready in the past to give something substantial for little 
or nothing in return. 

It is to his credit that, unlike some ardent imperialists, Lord 
Melchett does not overlook the rightful claims of Great Britain, 
though he will not convince all readers, however favourable to the 
principle for which ho contends, that the adjustment of the 
interests of Great Britain and those of the Dominions, where they 
may be found to conflict, will prove easy. It may be even more 
disputable wdiether he is on firm ground when he tells us that the 
alterations in tlie existing customs duties, or the introduction 
of new duties, ‘‘ need not necessarily nu'an an increase in jiricc 
to consumers.” The question which consumers, who are also 
parliamentary electoi*s, will be likely to ask is not whether the 
abandonment of the existing fiscal policy “ need necessarily ” 
add to the cost of commodities, but whether in actual fact they 
will do so; and experience of the operation of tariffs in other 
countries, not least in the British Dominions, will be likely 
to outw’cigh assurances based on pure theory and hypothesis. 
Lord Melchett himself would appear to have reservations on the 
point, for in a later page he wTites : “ If at this stage I am asked 
w'hcther my policy involves a tax on this or that, I decline to 
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answer, because that is a question which can be answered only 
after the problem of each commodity has been investigated from 
every point of view/* One may fairly doubt whether to hold this 
“ wait and sec ** attitude upon an aspect of the question which 
may prove to bo one of critical importance is good policy. For 
while it would be absurd to contend that the expediency of the 
policy of “ imperial economic unity ” can be determined by the 
sole criterion of its immediate effect on the cost of certain articles 
of common consumption, irrespective of whether higher prices 
might be attended by compensatory ameliorations and gains — 
e.f/. extended industry and trade, with more employment for the 
workers and greater security for capital and a decent return 
upon it for the investing public — ^it is of the utmost moment 
that the electorate should be told “ the truth, the whole truth, 
and nothing but the truth,** so far as that is possible. 

W. H. Dawson 

The Money Machine, By F. Whitmore. (Pitman Jind Sons : 

Pp. 132. 05.) 

This is one of the most useful books which have been issued 
for the use of students of the money market. It is written with 
intimate knowledge, and explains down to the bottom the practice 
of the banks, discount and issuing houses, exchange dealers, and 
the bullion market. I'he “ machine ’* is, as Mr. O. R. Hobson 
points out in a foreword, too severe a term for what really is an 
organism working by reactions of “ thoughts and emotions, hopes 
and fears ** ; and for these Mr. Whitmore *s study makes full 
allowance. Theory requires the understanding of practice ; and 
others than elementary students will welcome so concise and 
clear a work of reference. 

An Audit of America : A Summary of Becent Economic Cha7iges in 

the United States. By Edward Eyre Hunt. (New York : 

McGraw-Hill Book Company. 1930. Pp. 184.) 

The two volumes upon which Edward E. Hunt*s An Audit of 
America is based were published in 1929 under the title Recent 
Economic Changes in the United States. Mr. Hunt, who served as 
Secretary of the Committee on Recent Economic Changes of the 
Prcsidcnt*s Conference on Unemployment, also as editor of its 
two volume Report, is well qualified to undertake the difficult task 
of summarising the Committee’s findings. He has chosen to do 
so in the space of a little less than two hundred x)ages of printed 
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text. As a supplement or introduction to the original report this 
book serves a distinct purpose, but the reader unfamiliar with the 
former may experience difficulty in grasping the significance of 
some of Mr. Hunt’s comments, which are not always self- 
explanatory. 

Close observation of the economic situation in the United 
States since the early part of 1929 would indicate that the problem 
of bringing about a condition of economic balance, with which 
the Committee concerned itself to some extent, involves even 
greater difficulties than originally surmised. The nature of the 
temporary remedy or remedies necessary to establish such a 
balance cannot be definitely determined, if at all, until the present 
business depression has run its course, for the changing symptoms 
of the ailment have not as yet been satisfactorily diagnosed. 

It is to be hoped that the services of the Committee on Recent 
Economic Changes and of its able Secretary may again be called 
upon to still further widen the scope of our knowledge regarding 
the trends of economic development in the United States, a 
subject of intense interest to specialists and laymen alike. 

Felix Flugel 



NOTES AND MEMORANDA 
Progressive Taxation and Equal Sacrifice 

“ It will be convenient to pause for a moment before attempting 
a constructive argument, in order to clear away a false opinion 
which appears to bo somewhat widely entertained. This opinion 
is to the effect that, in all circumstances, in order to secure equal 
sacrifice, the tax formula must be, in some measure, progressive. 
. . . This proposition is supposed to be logically deducible from the 
law of diminishing utility. That supposition is incorrect.” ^ So 
writes Professor Pigou ; the view which he expresses in the last 
sentence must be accepted. Having shown that proportional taxa- 
tion would be required by the canon of equal sacrifice if the curve 
showing the diminishing utility of income was a rectangular hyper- 
bola, progressive if the curve was steeper and regressive if it w’as 
flatter, he adds, “ Plainly it is impossible to decide whether the in- 
come-utility curve of the members of the community (all of whom 
are assumed to bo alike) is of this character [viz. a rectangular 
hyperbola] or of some other defined character by any process of 
general reasoning.” ^ J propose in this note to suggest a process 
of general reasoning by which wo may establish a probability in 
favour of the steeper curve. On a later page ^ Professor Pigou 
confesses that the supposition of a steeper curve is “ plausible.” 
It is proposed to contend for something more than mere 
plausibility. 

In seeking for a standard by which to measure the utility of 
various ranges of income, may we not fall back on Adam Smith's 
original purchase price,” the effort required to obtain it ? It 
will have been noted that Professor Pigou for purposes of the 
analysis assumes that the taxable members of the community are 
alike in respect of the utility of income to them. We might carry 
this similarity one stage further by supposing the xth unit of effort 
to have the same disutility to them all. Alternatively we may 
consider our investigation to bo concerned with how to tax an 
individual as his income alters. 

The utilit}' of a man’s last pound of income is equal to the 

* Professor Pigou, Public Finance , p. 105. 

- IhkL, p. no. » Ibid., p. 112. 



DEC. 1930 ] PBOQBESSIVE TAXATION AND EQUAL SACRIFICE 706 


disutility of the last unit of effort expended to earn that pound. 
Let it be supposed (i) that the whole income is derived from the 
reward of effort and (ii) that the recipient is at liberty to vary the 
amount of his effort. It will be seen that proportional taxation 
would be justified if it were found that a man expended the same 
amount of effort whatever his rate of pay. Construct a curve of 
which the ordinate is the effort price of income (the reciprocal of 
the rate of pay for work) and the abscissa the amount of income 
purchased with effort. If this curve is a rectangular hyperbola, 
the same amount of effort in the aggregate (a;y = ifc) is expended in 
the purchase of income whatever the rate of pay. In this case 
we have a fixed standard for measuring the marginal utility of 
income, viz. the ith unit of effort. However income varies, the 
disutility of a unit of effort expended at the margin to obtain it is 
constant, since precisely k units of effort are always expended. 
Consequently the utility of pay per unit of effort at the margin is 
constant for all incomes, that is, for all rates of pay. Total 
income is proportional to rate of pay, since the same amount of 
work is always done. The marginal utility of a pound of income 
multiplied by the rate of pay is constant. Consequently the 
marginal utility of a pound multiplied by the total income is 
constant, and the income-utility curve is a rectangular hyperbola. 
The curve constructed on the above plan, which we might call the 
effort demand for income curve, is in this special case identical 
with income-utility curve ; proportional taxation is required. 

If the effort demand for income curve has other than unitary 
elasticity, it is not identical with the income-utility curve, since 
the marginal unit of effort expended to obtain income is not always 
the Jfcth unit and we are deprived of our fixed rod for measuring 
income utility. Certain general relations may, however, be 
established. If the effort demand for income curve has for part 
of its course less than unitary elasticity, the last pound of income 
is, as income increases, pitted against units of effort of successively 
decreasing disutility. Consequently the marginal utility of a 
pound of income declines more rapidly than the effort demand for 
a pound. If the effort-demand curve is steeper than a rectangular 
hyperbola, the income-utility curve is steeper still. If the effort- 
demand curve is flatter than a rectangular hyperbola, the income- 
utility curve is by parity of reasoning flatter still. Consequently 
taxation should be progressive or regressive according to whether 
the representative man’s effort demand for income is inelastic or 
elastic. 

A man of great virtue might always work 100 per cent, of 
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capacity whatever his pay. His effort<demand curve would be 
the innermost of a family of rectangular hjrperbolas, each showing 
willingness to work a given per cent, of capacity whatever the 
remuneration. The actual effort demand of a representative man 
impinges on that of the man of great virtue at one point at least, 
namely, when he is at the subsistence level. Struggling among 
the ice-packs of the Arctic, marooned on a desert island or 
exploited by a sub-contractor, a man may have to give his whole 
self or fail to subsist. He may, of course, give up the unequal 
struggle, but in that case he passes outside the purview of the 
tax-collector. Wages then have only to be reduced sufficiently 
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to bring a man on to the 100 per cent, curve. In more favourable 
conditions he probably soon drops away from it. As his actual 
curve passes down to lower percentage members of the family, it 
must be inelastic. 

The picture can be completed if at the other end of the scale 
we suppose the possibility of satiety. To do so is not unreasonable 
if, again following Professor Figou, wo take the income-utility 
curve to refer to “ a representative individual whose income, along 
with the consumable incomes of all other similar individuals, is 
supposed to vary.” ^ This is clearly the proper procedure in 
considering a tax scale which is to apply similarly to all individuals. 
With this reservation it seems quite irrational not to suppose a 

^ Professor Pigou, Public Finance, p. 111. 
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limit to the quantity of means to secure which a man is prepared 
to undergo pain. Desire springs ever; but beyond a certain 
point it would be directed to new applications of existing means 
rather than to a further extension of them. 

In the adjoining figure income is measured along OX and the 
effort price of it up OY. A family of rectangular hyperbolas is 
shown of which the innermost represents the constant outlay of 
100 per cent, of capacity. 08 represents the amount of income 
which gives satiety. The effort-demand curve of the repre- 
sentative man takes off from the 100 per cent, of capacity curve 
and drops finally to 8. If it proceeds with regularity it will be 
inelastic throughout. It may, of course, have kinks and irregu- 
larities in various parts, but it must be predominantly inelastic. 
If this is so, the income-utility curve a fortiori is steeper than a 
rectangular hyperbola, and progressive taxation is justified by 
the canon of equal sacrifice. 

The generalisation which this seems to imply, that the richer a 
man is the less work he will do, might be regarded as too sweeping.^ 
The following points must, however, be remembered. 1. We are 
supposing the individuals to be similarly situated in their social 
environment. 2. We suppose similarity of temperament. 3. 
Work may be undertaken for other than income-getting motives, 
to obtain power, etc. 4. Some work is pleasant. Units of effort 
must be measured so as to show the same curve of increasing 
disutility of units of effort for similar individuals in different pro- 
fessions. Difficulties as to how to determine these units no doubt 
arise. But they need not be held to obstruct us from reaching 
our main conclusion. 

In this argument effort demand for income has been used as 
a test of income utility. If the former curve is inelastic, the latter 
is so a fortiori. It was assumed that all income was derived from 
the reward to effort ; but this assumption was only made in order 
to establish the general character of our test curve. The assump- 
tion is not necessary to the conclusion about income utility. If the 
test curve would be of this character in the assumed circum- 
stances, the income-utility curve is of this character. 

R. F. Harrod 

Christ Church. 

Oxford. 

' It is not inconsistent with this to suppose that a man will work harder in 
response to a rise in pay for a certain section of his total effort, or, if he enjoys an 
unearned income, in response to a rise in pay for all his current income-earning 
efforts. 
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Official Papers 

Leagtte of Nations : Interim Report of the Gold Delegation of the 
Financial Committee, (Geneva : 1930.) 

A REPORT has just been issued by the League of Nations on 
the adequacy of the world’s supplies of monetary gold. A special 
Delegation of the Financial Committee was set up over a year 
ago to examine the fluctuations in the purchasing power of gold 
and their effect on economic life. The present report summarises 
the conclusions reached on the particular problem which the 
Delegation has selected for treatment first, namely, whether the 
available and prospective supplies of gold are likely to prove 
adequate to maintain prices. It is clear from the annexes to the 
report that a very extensive survey of all the existing sources of 
information has been made. 

For the purpose of estimating the monetary demand, it has 
been assumed that the demand for currency is dependent upon 
the volume of production and trade and on the monetary trans- 
actions to which such trade gives rise, and that, in the absence of 
any important changes in currency systems and practice, the 
demand for gold will be determined by the same factors. The 
future demand is then estimated on the hypothesis that the 
volume of production and of trade and the volume of notes and 
sight liabilities of central banks will both tend to expand at an 
average rate of some 2 to 3 per cent, per annum. 

The general conclusion reached is that at no very distant date 
lack of adequate supplies of new gold for monetary purposes is 
likely to exercise its influence in depressing prices. The Delega- 
tion adds, however, that if the need is recognised, remedial 
measures can be found which should correct the consequences 
feared, at any rate for some time to come. A number of remedial 
measures that might be adopted are mentioned in the last part 
of the report by way of indication. Special emphasis is laid in 
this connection on the danger of aggravating the situation which 
may be caused^by countries putting gold once more into circulation. 

To the report are added a number of annexes containing official 
and semi-official estimates furnished to the Delegation on the 
probable future production of gold in the more important gold- 
producing countries, and a number of memoranda and statements 
by Professor Cassel, Sir Reginald Mant, Mr. Joseph Kitchin and 
others on gold production and the present supply and demand 
for gold. 
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It is understood that this volume will be followed by two 
others containing further documentation submitted to the 
Delegation. 

Guide to Current Official Staiiatics of the United Kingdom. Vol. 
VIII. 1929. (H.M. Stationery Office, l 5 .) 

The value of official statistics requires no emphasis at a time 
when so many matters of paramount importance are conspicuous 
in the public interest. Equally necessary is the provision of 
handy and inexpensive means for enabling the inquirer to discover 
which of the many Government publications issued year by year 
furnishes the statistics required for his particular purpose. Such 
a means is provided by this Guide, which consists not only of an 
annual catalogue of official publications containing statistics, but 
also of a detailed index to their contents, arranged under subject 
headings in such a manner that the nature of the information 
available on any topic can be ascertained with ease and celerity. 


Current Topics 

The next meeting of the British Association, which opens on 
September 23, 1931, is of particular importance, since it is to be 
held in London. Economists will therefore be glad to learn that 
Professor Edwin Gannan has accepted the Presidency of Section F. 
The meetings of this Section will be open to students and 
economists generally, who will be welcome. It is to be hoped 
that some foreign economists will take this opportunity of getting 
into touch with their English colleagues. Particulars of the 
arrangements can be obtained from the Recorder of the Section, 
Mr. R. B. Forrester, London School of Economics, Houghton 
Street, London, W.C. 2. 


In referring, in the last issue of the Journal, to the new 
Department of Business Administration at the London School 
of Economics, we quoted from the Annual Report of the London 
School some references to the early days of the Harvard Graduate 
School of Business Administration. It seems, however, that the 
Harvard School, like the new Department of the London School, 
started from small beginnings. We have pleasure in printing 
the following correction from Dean Donham of the Graduate 
School of Business Administration, Harvard University : — 
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My attention is called to a statement on page 536 in the 
issue of the Economic Journal of September 1930 which refers 
to Harvard Graduate School of Business Administration. A 
statement is made that the Harvard School of Business started 
with an endowment of $5 million, and a contrast is drawn between 
this sum and the funds available for the new department of Busi- 
ness Administration, Research and Training at the London School 
of Economics. For this new department funds have been made 
available by important business firms amounting to about £6,000 
a year for five years. The contrast is perhaps a little unfortunate 
because it is so far from a statement of the facts. The Harvard 
School of Business started like the new department at the London 
School of Economics with a guarantee fund in 1908 of $25,000 a 
year for five years, almost exactly the same sum and the same 
period for which the London School has received assurances. The 
Baker Foundation did not become available to the School until 
1925, when it was required not for endowment but to construct 
the buildings needed to conduct a School then rapidly approaching 
a thousand in numbers. The whole sum was expended on 
educational buildings and living quarters for such a School. The 
endowment of the School at Harvard still continues small, the 
most important part of its current support having continuously 
come from business firms in the United States. The funds so 
secured from industry are entirely used for purposes of research, 
the cost of operating the School being met by tuitions. I shall 
appreciate your making the correction in the Journal, since it 
seems to me unfortunate that an impression should bb given that 
a business school of high grade cannot be established without 
large initial funds.” 

The Council of the Royal Economic Society is preparing a 
definitive and complete edition of the Works of David Ricardo, 
probably in seven volumes, under the Editorship of Mr. Piero 
Sraffa. This edition will include not only all his published works 
and substantial extracts from his speeches in Parliament and con- 
tributions to Royal Commissions and the like, but also so much of 
his correspondence as can be discovered and is of general interest. 

Will Members of the Society kindly give us what help they can 
in tracking down any of Ricardo’s letters which have not yet been 
traced by the Editor ? We have already had the good fortune, 
through the friendly offices of Mr. Frank Ricardo, to discover the 
letters of Malthus to Ricardo, which give the other side of that 
famous correspondence, the letters of James Mill and McCulloch 
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to Biicardo, and also a small number of unpublished letters from 
Ricardo to various correspondents. We are all the more anxious, 
therefore, to obtain any further unpublished material that there 
may be. 

Apart from his work as an economist, Ricardo was a stock- 
jobber and loan contractor during and after the Napoleonic wars, 
and a Member of Parliament from 1819 to 1823. Besides the 
published series of his letters, it is known that there must have 
existed regular correspondence with James Mill, Pascoe Grenfell, 
Jeremy Bentham, Edward Wakefield, Thomas Smith of Easton 
Grey, C. H. Hancock, Robert Torrens, Thomas Tooke, and many 
contemporary politicians. For any letters of Ricardo to these or 
others we should be most grateful. We should also be obliged 
for any reference to items of Ricardian interest, especially to 
portraits and caricatures. 

Any communication should be addressed to Piero SrafTa, 
King’s College, Cambridge. 


The London School of Economics is about to issue a Series of 
Reprints of Scarce Tracts in Economic and Political Science. 
Commencement has been made with the issue of Alfred Marshall’s 
two essays on The Pure Theory of Foreign Trade and The Pure 
Theory of Domestic Values. Printed for private circulation in 1 879, 
they have now been made available for public circulation in their 
original form by the kind permission of Mrs. Marshall. The price 
of the work is 5s., but members of the Royal Economic Society 
are entitled to purcliase copies for 3^. 6d. It is proposed to make 
proportionate reductions on all future works issued in this Series 
to members of the Royal Economic Society. 

The list of works under consideration is given below. But this 
list is no indication of the immediate plans in regard to the Series. 
In any case it will not include any of the Reprints to be issued by 
the Facsimile Text Society of the United States (which will also 
be available to Members of the Royal Economic Society on special 
terms), and the number of works reprinted will depend upon the 
demand. 

In order to assist the School in its decisions, members of tin? 
Royal Economic Society are invited to indicate the works in the 
following list in which they would be particularly interested (letters 
should be addressed to Mr. B. M. Headiear, London School of 
Economics, Houghton Street, W.C. 2.) and thus afford the editors 
of the Series some idea as to the works which arc most needed. 

No. 160.— VOL. XL. ^ A 
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Books suggested for Inclusion in the Proposed Series 

OF Reprints. 

1. Gray (John). A Lecture on Human Happiness. 1825. 

2. Bray (J. F.). Labour’s Wrongs and Labour’s Remedy. 1839. 

3. Ponct (John). A Short Treatise on Politicke Power. 1666. 

4. Winstanley (G.). The True Law of Freedom on a Platform. 

1652. 

5. Ravenstone (Picrcy). A few Doubts as to the Correctness of 

some Opinions ... 1821. 

6. Winstanley (G.). The light Shining on Buckinghamshire. 

1648. 

7. Chamberlcn (Peter). The Poor Man’s Advocate. 1649. 

8. Goodman (Chris boi)her). How Superior Powers ought to be 

obeyed. 1558. 

0. Senior. Three Lectures on the Cost of obtaining Money. 

10. ,, Three Lectures on the Transmission of the Precious 

Metals. 

11. Jenkin (Flceming). Graphical Representations of the Laws 

of Supply and Demand. 

12. Mill (J. S.). Unsettled Questions. 

13. Mill (James). Commeree Defended. 

14. Barton (John). Observations on the Circumstances which 

Influence the Condition of the Labour Classes of Society. 

15. Longfield. Lectures on Commerce and Absenteeism. 

16. Jones (R.)« Inaugural Lecture. 

17. Dupuit. Essays from the Annales des Ponts et Chavssees. 

18. Torrens (R.). Essay on the External Corn Trade. 

19. „ The Budget. 

20. Bailey (S.).. Critical Dissertation on Value. 

21. Cairnes. International Trade. 

22. Tucker (J.). Elements of Commerce and Theory of Taxes. 

1755. 

23. Yarranton. England’s Improvement by Sea and Land. 

1677. 

24. Radcliffe. Origin of the New System . . . eommonly called 

“ Power Loom Weaving.” 1828. 

25. Gaskcll. The Manufacturing Population of England. 1833. 

26. Davenant. Essays on Ways and Means . . . 

27. Selected articles contri[)uted by Arthur Young to the Annals 

of Agriculture, 



RECENT PERIODICALS AND NEW BOOKS 

Journal of the Royal Statistical Society. 

Part IV. 1930. Homing in Liverpool: a Survey, by Sample, of 
PresPMt Conditions. D. C. Jones and C. G. Clark. Our Food 
Supply, before and after the War. A. W. Flux. 

International Labour Review. 

August, 1930. Wages Policy and the Gold Standard in Great Britain. 
J. R. Bellerby and K. S. Isles. The Agrarian Structure of 
Poland from the Point of View of Emigration. Z. Ludkiewicz. 
Industrial relations in the Zeiss Works. T. G. Spates. Inter- 
national Exchanges of Young Wwkers. 

Quarterly Journal of Economics. 

August, 1930. The Diffusion of Stock Ownership in the United States. 
G. C. Means. Demand Curves in Theory ajid in Practice. E. W. 
Gilboy. Factors in Industrial Integration. J. Jewkks. lias 
the Native Population of New Englaml been dying outi J. J. 
Sfengler. Moore's Synthetic Economics. M. Ezekiel. 

Political Science Quarterly. 

October, 1930. The Reparations Settlement and Economic Peace in 
Europe. T. W. Lamont. Financial Aspects of International 
Relations. J. G Stamp. Pareto and Panlaltoni ; Personal 
Reminiscences. E. R. A. Selioman. 

Review of Economic Statistics (Harvard). 

August. Security Loans in Recent Years. W. L. Crum. A Statis- 
tical Study of Bank Clearings, 1875-1914. H. V. Roelse. 
Monthly Index-Numbers of British Experrt and ImpiGrt Prices, 
1880-1913. A. G. Silverman. 

University of Pennsylvania Law Review. 

April and May, 1930. Methods of regulating Unfair Competition hi 
Germany, England and the United States. F. 1C. Koch. An 
important and concise comparative survey, including both tlic 
well-known leading cases and the more recent judgments on 
restraint of trade. 

Journal of Economic and Business History (Harvard). 

August, 1930. Risk in Sea Loans in Arwient Atlmis. G. M. Calhoun. 
The Hanseatic League. C, Brinkmann. Wages in Eighteenth- 
century England. E. W. Gilboy. Revolutions of 1848 and 
German Emigration. M. L. Hansen. Growth of Capital in the 
United Kingdom. P. H. Douglas. Early Fewtory Magazines 
in New Englaiid. B. M. Stearns. Fisk and Hatch, Bankers and 
Dealers in Government Securities, 1862-85. H. E, b isk. Financial 
Management of the Cattle Ranges. L. Pelzer. 


3 a2 
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Journal of Political Economy, 

August, 1930. Velocity of Bank Deposits in England, L. D. Edie 
and C. Weaver. English theories of Foreign Trade before Adam 
Smith. J. ViNER. The Elasticity of Bank-notes, L. W. Mints, 
The Relationship of Business Activity to Agriculture, E. Graue. 

American Economic Review, 

September, 1930. New York Public Utility Regulation, J. Bauer. 
Proposed National Banking Legislation. F. A. Bradford. 
Static and Dynamic Economics. S. Kuznets. Unemployment and 
Technical Progress in Commercial Printing, E. F. Baker. Tariff 
Act of 1930. A. Berglund. 

Annals of the American Academy of Political and Social Science. 

September, 1930. Post-war Progress in Child Welfare. Part I : 
Recent Changes in Birth-rate a'od other Factors. Part II : Health 
Work for Children. Part III : Mental Hygiene. Part IV : 
Special Problems of Special Groups. Part V : General Questions^ 
Research f Training y etc. 

July, 1930. This is a special number dealing with the “ Economics 
of World Peace.’’ Part I : Population Growth and Migration. 
Part II : International I'ransport and Communication. Part 
III ; Foreign Investments. Part IV : Competition for Raw 
Materials. Part V : Commercial Policies and Tariffs. Part 
W1 : An American Economic Policy. In an Appendix, Prof. 
J. Bonn deals with Economic Tendencies affecting the Peace of the 
World. There is a Supplement on Foreign Land Problems. 

Wheat Studies (Stamfor<l, California). 

May, 1930. Survey of the Wheat Situationy Dec. 1929 to April 1930. 
A notably high level of visible supplies in North America, an 
unf>rccedentedly small post-war volume of international trade, 
and a sharp decline of wheat prices from early January to the 
middle of March were the outstanding features. 

June. Growth of Wheat Consumption in Trojneal Countries. 

July. Japan as a Producer and hnporter of Wheat. 

September. The Changing World Wheat Situation. In the changes 
from year to year in the international wheat situation, the various 
countries of the world play quite different x)arts. The changing 
surpluses from Canada, Argentina, Australia are forced on the inter- 
national market almost without regard to price, promoting wide 
fluctuations from year to year. The autumn of 1930 finds the 
ability and disposition to withhold or to accumulate surplus stocks, 
essential to the prevention of abnormal price depression when 
supplies are above current requirements, weakened or absent to 
an extraordinary degree. 


Metron. 

June, 1930. The True Rate of Natural Increase of the Population of the 
United States. L. I. Dublin and A. J. Lotka. The Greek 
National Income and Wealth in 1929. P. D. Rediadis. 
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Index (Stockholm). 

August, 1930. International Price Relations. B. Ohlin. 

September, 1930. The Future of the Rate of Interest. J. M. Keynes. 
Some Foreign Trade Problems of To-day. P. Jacobsson. 

Kyoto University Economic Review. 

July, 1930. Progression in the Land and Business Taxes. M. Kambe. 
The Burden of Taxation on the Citizens of Big Cities in Japan. 
S. SmoMi. The Essential Function of Commerce and Commercial 
Economics. K. Taniguchi. 

The Economic Record. 

August, 1930. (Supplement.) The Economics of Australian Transport. 
This number includes sixteen papers on Australian transport, in 
relation to finance and subsidies, the competition of road and rail, 
and the co-ordination of services. There is an important paper 
on Australian oversea shipping. Among well-known contributors 
are D. C. Copland, J. B. Brig den, T. Hytten, and L. F. Giblin. 

Revue d'tlconomie Politique. 

May-June, 1930. La France economiqiie; annuaire pour 1929. 
(Population, prices, finance, production, trade and labour; by 
leading French economic experts.) 

July- August, 1930. . U oeuvre scientifiquo de quelquos economistes 
Strangers : F. von Wieser. M. Roche-Agussol. Essai sur la 
crise agricole \ production et population. R. Courtin and P. 
Fromont. Les ententes industrielles internationales. R. Conte. 
Le bolchevisme. R. Gonnard. Le perfectionnement de Voutillage 
national : Projet Tardieu. R. Francq. La circulation mon^taire 
aux fUats- V nis. J. P. Koszul. 

Journal des jSconomistes. 

July, 1930. La re-evaluation des bilans en France. M. Garsow. La 
fMorie de la valeur et la iMorie gMrdle de la monnaie. II. 
Hornbostel. 

Zeitschrift fur die gesamte Staatswissenschaft. 

September, 1930. Zur Lehre von den Bewegungs-V orgdngen des 
WirtscMftslebens. R. Stuckbn, States certain conditions 
necessary to be observed in a deductive treatment of economic 
variation in the manner of Casscl. Die Neuordnung der Britischen 
Kohlenwirtschaft. F. Heyer. A study of the Coal Mines Act 
of 1930 in relation to post-war economic policy. Wirtschaft und 
Nationalismusimfernen Osten. T. Suranyi-Unger. Das Hand- 
huch der Finanzwissenschaft. 0. von Merino. A critical report. 

Jahrbiicher fur Nationalokonomie und Statistik. 

July, 1930. Die physiokratische Wirtschaftsthec^ie und die Marxsche 
Arbeitslehre. E. Lukas. Zu Cassels Kapitaltheorie. W. M. F. 
VON Bissing. Das Aequivalenprinzip. O. von Nell-Breunino. 
Theorie der volkswirtschaftlichen Dynamik. E. Carell and E. H. 
Vogel. 

October, 1930. Der Profit als eine nichtwirtschaftliche Kategorie. 
L. Fritzschino. 
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October, 1930. Die T'heorie der komparativen Koste.n umi ihre 
A'H8wertu7}g fur die Begriindung dea Freihandela. G. Haberlbr. 
Das Gesetz der koynparativen Kosten. G. Cohn. Da^ theoretische 
Schema der gleichindssig fortachreitenden Wirtschaft. 1). I. Oparin. 
Notenhankfreiheit'i H. Neisser. Die finanzpolitiscJie Bedeuiung 
der Zolle. R. B. KAppeli. Die Entwicklung der ddnischen 
Handclapolitik und dea ddnischen Aussenhandela rmch dem Kriegc. 
J. C. JoROENSEN. Daa Problem der interlokalen Bankenkonzen- 
traiion in den V. S. von Amerika. T. Balooh. 

Zeitschrift fur Naiional/ikonomie. 

August, 1030. Statics and Dynamics. F. H. Knight. In order 
to make a complete analogy in economies witli the mechanical 
conception of equilibrium, it is necessary to introduce the elements 
of resistance, inertia and friction. The equilibrium is analysed 
under different assumptions, and found to be decrcasingly useful 
the more it is necessary to allow for long adjustments and eco- 
nomic progress. Comparative Statics. E. Scitams. This study is 
incthoclological, making a further analysis of the concepts of 
variation, variability and economic quantity. The Abstinence 
Theory and the Under -valuation of Future Wants. A. Mahr. 
Analyses current tyj)cs of the abstinence theory (Carver and 
Marshall), and argues that neither these nor Bdhm-Ba work’s 
tlieory of interest explains under- valuation. (All these articles 
arc in German.) 

Vieiteljahrshefte zur Konjunkturforschung. 

SoNDERiiEPT 20. Die Zukunft des lioggens. 

Oiornale degli Economisti. 

Atkil, 1930. La rendita dd consinnatore e i principi generaU ddVccono- 
mia. U. Gobbi. A brief reply to some criticisms urged by 
Professor Graziani in the .January number of the Giornale against 
the writer’s conception of consumer’s surplus. SulV influenza 
della dasticitu ddla dotnanda ndla produttivitd crcsctntc. A. 
Cabiatt. The arguments adduced by Marshall to prove that, in 
an industry w'here the individual units are producing under 
increasing returns, monopoly need not necessarily result, are 
reinforced when account is taken of the influence of variations in 
the elasticity of demand for an expanding output. A imoposito 
ddla 2)rcjiunta ideniitd dei concetti di monopolio e conemrenza. L. 
Rossi. Una ricerca sulle cause tecniche ddla crisi dellc horse 
valori amcricane, Jj. Eederici. An important cause of the collapse 
of the New York Stock Exchange boom, which started to crumble 
on October 18, 1929, is to be found in certain technical peculiarities 
of the American stock exchanges. With the object of lessening 
speculation it is forbidden to carry over dealings in securities, and 
settlements have to be made within forty-eight hours or less. The 
effect has been to intensify speculation in its most dangerous 
forms. In practice the prohibition on future transactions has 
been surmounted by the system of buying shares on margins, 
which subjects speculators to much greater risks than they incur 
elsewhere where fortnightly or monthly settlements prevail. A 



1930] 


KECJSNT PEKIODICALS AND NEW BOOKS 


717 


further consequence of the American regulation is that operations 
on “ bear account are penalised relatively to those conducted 
for a rise, as with daily settlements the "former require much 
larger financial resources than the latter. It is noteworthy that 
throughout the Stock Kxchange boom and down to the day when 
values began to fall, there was no important bear position in the 
stock markets. This is borne out by an analysis of brokers’ loans 
and other financial statistics for the critical period. The markers, 
deprived of any restraining tendency in the shape of large boar 
operations, were driven up to extravagant heights and 
then fell with all the greater rapidity owing to the absence of 
the compensating influence which the bears would otherwise 
have exercised when buying in the shares they had sold at an 
earlier date. The slump was also aggravated by the very large 
volume of shares held on margins and by the system of daily 
settlements, which combined to bring about forced selling on a 
great scale. I sindicati d'operazioni ed il rnorimento del prezzi 
di borsa. C. M. Flumiani. A study, based on iirst-haiul observa- 
tion of the New York Stock Exchange, of the methods and con- 
ditions of success of syndicates formed to influence or manipulate 
share values. 

May, 1030. La legge della domanda dal punto di vista della statica e 
della dinamica. A. Bordin. A lengthy treatment of certain 
of the mathematical equations of demand and supply based on 
a modified version of the Walras-Parcto equations. La sitmzione 
patrimoniale delle casse di risparmio ordinarie attraverso le vicende 
della lira, L. Passakdi. La crise agraria in Ungheria, C. Di 
Nola. 

J u N E , 1 930 . La dinam ica economica di ILL. Moore. . 0 . Del V Eccnio . 
A review article containing a critical appreciation of some general 
aspects of Professor Moore’s Synthetic Economics. Sul valore in 
regime di cosii cresccnli. A. Breglia. Under conditions of 
diminishing returns, when there arc wide variations in individual 
costs and where individual low^-cost producers are sufiiciently 
important to exercise a measure of monopoly power — i.e. directly 
to influence market price — it is not inevitable that price should 
bo fixed at the marginal cost : it may be fixed slightly below 
marginal cost so as to exclude some of the potential marginal 
producers. II problewn jUandiero nelVecononiia serica italiana. 
L. Ussi. 

July, 1930. Camillo Supifio. E. Fossati. A short appreciation 
and bibliography ()f the wTitings of Professor Supino. Lo spirito 
di lucro como movente delV attivita ecovom ica . J . O. Kretschmann . 
Sugli effetii delle riparazione tedesche. Professor A. Cautati 
maintains, in reply to a review' in the Economic Journal for June 
1930 of his book, Da Versailles alV Aja, his contention that 
German reparation payments (especially since the large falling 
off in the inflow of foreign loans) constitute a very serious and 
enduring disturbing factor in international trade. Even a slight 
reduction in Germany’s costs will enable her industrialists to 
drive the products of other countries off the home and neutral 
markets, thus exercising a depressing effect upon general export 
prices. This alteration in comparative costs, being caused by 
artificial and not by natural forces, will i)roducc crisis conditions 
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among tho industries of other countries. In so far as reparation 
payments result in an abnormal import of capital into Germany 
from abroad there is a net destruction of wealth. The movement 
towards increased tariffs in all countries, not least in England, is 
in part a consequence of the pressure of German reparations, 
which constitute a pathological element in the economic system 
of the world. Vincenzo Dandola e Veconomia dell* agricoUura. 
F. Luzzatto. 

August, 1930. Le eqnazioni delV equilihrio nelV ipotesi di sottrazioni 
di ricchezza operate dal governo an detenninatiindividui della colletti- 
vita. G. Sensini. La situazione economica della nnova Austria. 
A. Lauterbach. a brief account of some of the economic 
diflficiiltics with which Austria at the present time is confronted. 
Lo Stato e Vindustria elettrica. Polemiche americane. M. Mortara. 
An analysis of the views held by the protagonists on both sides 
in the discussion now proceeding in the United States as to tho 
necessity for some measure of public control of the electrical 
industry. Uindustria casearia sarda auUa fine del aettecento. 
11. Di Tucci. 


La Riforma Sociale. 

July-August, 1930. Nota sugli scarti internazionali nei saggi ufficiali 
dello sconto. Professor A. Cabiati discusses briefly some of the 
reasons for the maintenance of varying bank rates of discount 
in different countries at the same time. Economia ed economiati 
di Puglia. G. Carano-Donvito. II numero degli articoli con- 
tenufi nei ruoli delle imposte e la statistica della proprieta fondiaria. 
G. Medici. Risparmio ed educazione fisica. G. Sacerdote- 
Iachia. Keynes e gli alti aalari. C. Paoni. A criticism of the 
view propounded by Mr. Keynes in the Political Quarterly for 
January 1930 in favour of the use of taxation as a means of 
redistributing the national income, in place of the attempts 
made by trade unions to increase the proportion of the national 
income accruing to labour in the form of wages! Dr. Pagni 
contends that high taxation has also its costs and serious ms- 
advantages ; that transfers from the rich to the poor may have 
prejudicial effects on the characters of the recipients; and that 
high wages have the advantage of stimulating the efforts of the 
wage-earners and of giving the employers a strong incentive to 
reduce labour costs. Ci sono troppe banche in Italia ? L. Einaudi. 
In February 1930 there were 4,079 banking institutions in Italy, 
including saving banks, agricultural credit institutions, etc. Are 
these too many ? “All those caisses and banks are superfluous 
which are administered by asses, usurers, dilettanti, and by 
those who conduct banking for what they can get out of it. But 
[these 4,079] are few in comparison with the thousands of other 
banks which could do useful work in rural centres which are now 
devoid of them, in other centres where there are only branches 
of large banks concerned to pump money back to the centre, and 
in the large cities themselves where the existing institutions 
have failed to meet the requirements of sections of the community 
which stand in need of banking assistance.” La lotta mondiale 
contro il protezionismo. E. Giretti. Prezzi e conaumi del tobacco 
in Italia. F. A. RiPACi. 
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September-October, 1930. Annotazioni alV Ottima Imposta'' 
di Luigi Einaudi. A. Loria. “ La dottrina dei ire principii ” 
di Emanuele Sella. V. Mohetti. I debiti pubblicA dello Stato 
dal 30 guigno 1922 al 30 guigno 1929. E. Rossi. Le open-market 
operations del Federal Reserve System. A. Martinengiii. A 
useful and convenient r6siim6, at some length, of the open-market 
policy of the Federal Reserve System between 1919 and 1928. 
Quale deve essere il compito delV agricoliore, delV industrial e del 
commerciante. E. Ottolenght. Intorno all numero delle banche 
edai loro costi di gestione. L. E. The writer quotes the President 
of the General Federation of Italian Rankers : “ The general 

expenses, the greater part of which (from 70 to 80 per cent.) is 
represented by the cost of the personnel, have not diminished but 
have increased for some items. In the case of some institutions 
the expenses for personnel alone constitute from 1*5 to 2-0 per 
cent, of the deposits.” 

Annali di Economia. 

Le relazioni commercialifra V Italia e VImpero Britannico. G. Mortara. 
A statistical analysis of the magnitude and importance of in- 
ternational trade between Italy and the British Empire before 
the War. Osservazioni sopra le relazioni tra gli economisti italiani e 
gli economisti inglesi. The substance of one of three lectures 
given by Professor G. Del Vecchio on behalf of the Serena 
Foundation of London. ** It is certainly painful for us, who have 
so high a regard for the Engli.sh economists and of whose works 
we arc such attentive and devoted readers, to have to note that 
down to the present day there has been no substantial recognition 
on their part of such writers as Serra, Galiani, Verri, Ferrara, 
Pantalconi, and Pareto. This is not for any reason of petty 
national amour propre . . . but from a sense of justice towards 
the memory of these great men who merit such recognition. And 
tlicri also because an adequate recognition, on the part of the 
English, of the contribution made by our writers to the secular 
work of economic thought, would have facilitated the unification 
of Italian thought with international thought. In this way a 
crisis would be resolved which has not yet been overcome in our 
scientific literature, almost entirely divided as it is into one section 
which is Italian and not international and another which is 
international and not Italian.” Societd ed economia nelV India 
antica e moderna. B. K. Sarkar. Qiudizio edonistico e guidizio 
corporativo. G. E. Ferri. It i.s contended that the essence 
of the Corporativ^c State is the conscious and deliberate search 
after means for maximising welfare, in contrast to the anarchic 
struggle for individual gain embodied in the uncontrolled demo- 
cratic State. The hedonistic calculus stands condemned as an 
inadequate and imperfect explanation of the mainsprings of man s 
economic activities. The (Corporative State resolves into one 
synthesis the political, legal, moral and economic order of the 
community. Schema di varianti della teoria paretiana dell 
equilibrio, A. Bordin. 
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NEW BOOKS 

British. 

ANDRfiiADES (A.). Philip Snowden : the man and his financial 
policy. Translated by D. Bolton. P. S. King. TJ". Pp. 110. 5^. 

Ayyar (V. G. R.). Small-scale Production in India. Williams 
and Norgatc. Pp. 60. 2$, M, 

Baxendale (A. S.). Sane Currency. Cecil Palmer. 7K. Pp. 
99. 25. 6d. 

Bolling (C. L.). Commercial Management. 2nd cd. Pitman. 
Sl\ Pp. 424. 105. 6d. 

Bowie (J. A.). Education for Business Management. Oxford 
University Press. Pp. 200. 85 . 6d. 

Bowley (A. L.). Some Economic Consequences of the Great War. 
Thornton Butterworth. GJ*. Pp. 251. 2s. 6d. 

Cole (G. D. H.). Gold, Credit and Unemiiloymcnt. Allen and 
Unwin. 7]''. Pp. 165. 5s. 

Cole (G. D. H.). The Life of Robert Owen. 2nd ed. Macmillan. 
sy. Pp. 350. 125. 6d. 

Colman (G. M.). The Structure of Modern Industry. Longmans, 
Green. GJ". Pp. 64. 6d. 

Dantzig (T.), Number, the Language of Science. Allen and 
Unwin. Sy. Pp. 260. IO 5 . 

Darling (J. F.). The ** Rex.” A new money to unify the 
Empire. P. S. King. 7i^ Pp. 47. 25. 

Day (J. P.). An Introduction to the Money and Banking System 
of the United States. Macmillan. 7^". Pp. 120. 45. 6d. 

Dobb (M.). Russia To-day and To-morrow. Hogarth Press. 
71". Pp. 48. l5. 6d. 

Feiler (A.). The Experiment of Bolshevism. Translated by 
H. J. Stenning. Allen and Unwin. 81". Pp. 256. IO 5 . 6d. 

Golodetz (A.). Free Trade or Protection? Williams and Nor- 
gate. 71". Pp. 119. 45. 6d. 

Griffiths (N.). A History of the Government Savings Bank of 
New South Wales. Sydney, Government Savings Bank. 8J". Pp. 
95. 

Haensel (P.). The Economic Policy of Soviet Russia. P. S. 
King. 8". Pp. 190. 95. 

Hammond (J. L. and B.). The Age of the Chartists, 1832-54 ; a 
study of discontent. Longmans, Green. SJ". Pp. 386. 125. Gd. 

Hargreaves (E. L.). The National Debt. Edward Arnold. SJ". 
Pp. 303. 155. 

Hoyland (J. S.). History as Direction. Hogarth Press. 71". 
Pp. 175. 75. 6d. 

Institute of Pacific Relations, New Zealand Branch. New 
Zealand Affairs. Christchurch. (Published by the Institute.) 71". 
Pp. 241. 65 . 
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Keynes (J. M.) A Treatise on Money. Macmillan: 2 vols: los. 
each. 

Le Cheminant (K.). Colonial and Foreign Banking Systems. 
2nd ed. Routledge. 7i\ Pp. 238. 05. ' 

Minty (L. Le. M.). English Banking Methods : the practical 
operation of an English bank. 4th cd. Pitman. 8^. Pi). 539. 
155. 

Peddib (J. T.). The Dual System of Stabilisation. Macmillan. 
8i^ Pp. 191. 85. 6d. 

Peel (G.). The Economic War. Macmillan. S.V''. Pp. 284. 
105. 6d, 

Ranadivb (B. T.). Population Problem of India. Longmans, 
Green. 8^". Pp. 216. IO 5 . Ori. 

Ratj (B. R.). Present-day Banking in India. 3rd cd. University 
of Calcutta. Pp. (586. 

Rose (T. G.). Business Charts : a clear explanation of the various 
types of charts used in business, and of the principles governing tlie 
correct presentation of facts by graphical methods. Pitman. SU. 
Pp. 94. IO 5 . 6d. 

Shields (B. F.). The Evolution of Industrial Organisation. 2nd 
cd. Pitman. 8U. Pp. 414. IO 5 . 6d. 

Smith (D. H.). Economics of Empire Trade. Routledge. 7U. 
Pp. 160. 43. 6d. 

Spalding (W. F.). The Banker’s Place in Commerce. Pitman. 
Pp. 03. 35. 6d. 

The Key to Progress : a survey of tlio status and eonditions of 
women in India. By several contributors. Oxford University Press. 
7i^ Pp. 250. 75. 6d. 

Van Pittius (E. F. W,). Nationality within the British Common- 
wealth of Nations. P. S. King. 8|'’. Pp. 238. IO 5 . 

WniTMOUE (F.). The Money Machine. Pitman. 8U. Pp. 132. 
5s. 

Zeuthen (F.). Problems of Monopoly and Economic Welfare. 
Routledge. 8". Pp. 152. Is. Od. 

American. 

American Statistical Association. Statistics in Social Studios. 
Edited by Stuart A. Rice. Philadelphia : University of Pennsylvania 
Press (London : Oxford University Press). 8.^". Pp. 222. 125. Od. 

Douglas (P. H.) and Jennison (F. T.). The Movement of Money 
and Real Earnings in the United States, 1920-28. London : Cam- 
bridge Univ. Press. 9". Pp. 57. 45. Od. 

Dunham (A. L.). The Anglo-French Treaty of Commerce of 1800 
and the Progress of the Industrial Revolution in France. University 
of Michigan Press. 9". Pp. 409. 

Durand (E. D.). American Industry and Commerce. Boston, 
London, etc. Ginn & Co. SJ'’. Pp. 053. 

Evans (G. C.). Mathematical Introduction to Economics. New 
York and London; McGraw-Hill Co. O". Pp. 177. 155. 
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Hobbs (S. H.). North Carolina, Economic and Social. London : 
H. Milford. 9i". Pr. 403. I 65. 

Owens (R. N.) and Hardy (C. 0.). Interest Rates and Stock 
Speculation : a study of the influence of the money market on the 
stock market. 2nd ed. Washington : The Brookings Institution 
(London : Allen and Unwin). Pp- 221. 10a. 

Seugman (E. R. a.) (Ed.). Encyclopredia of the Social Sciences. 
Vol. II (Alliance-Brigandage). Macmillan. Pp. 696. 31a. 6(i. 

Timoshenko (V. P.). The Role of Agricultural Fluctuations in the 
Business Cycle. University of Michigan. O''. Pp. 89. 

Wagemann (E.). Economic Rhythm : a theory of business cycles. 
Translated by H. D. Blelloch. New York and London : McGraw- 
Hill Co. 9". Pp. 287. 15a. 

Williams (P.) and Croxton (F. E.). Corporation Contributions 
to Organised Community Welfare Services. New York. National 
Bureau of Economic Research. 9". Pp. 347. 

German. 

Angell (J. W.). Der Wiedcraufbau Deutschlands von Versailles 
bis ziim Young-Plan. Munich and Leipzig ; Duncker & Humblot. Oi". 
Pp. 323. 14 m. 

Bonn (M. J.). Der Neue Plan als Grundlage der deutschen Wirt- 
schaftspolitilc. Munich and Leipzig ; Duncker & Humblot. OJ". 
Pp. 266. 11 m. 

Koppel (L.). Grcnznutzentheorie und Marxismus. Leipzig und 
Wien : Franz Deutickc. 10". Pp. 98. 6 

Kuznets (S.). Wesen und Bedeutung des Trends. Zur Theorie 
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